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PREFACE 


This book is in the form of a critique of the theories of Karl 
Polanyi, but in actuality it uses this technique for an even 
more fundamental purpose; viz., to examine the relevance 
actual and potential of economics, and social thought in gen¬ 
eral, both to the attainment of a comprehension of the causes 
and significance of the great climacteric facing modern society, 
and to the search for guidance in acting so that man may sur¬ 
vive the great ordeal. In an unpublished manuscript, Notnics 
and Economics (written in the spring of 1942), I attempted 
to explore the philosophical roots of Smithian, classical, Marx¬ 
ian, and contemporary economics, and I came to the conclu¬ 
sion that some philosophical misconceptions were at the root 
of the contemporary economist’s comparative neglect of the 
truly chief problems with which he should have been concerned 
—the conditions of permanent institutional stability, the forces 
making for a dynamic of irrevocable change, and the possi¬ 
bilities of social control over the direction and rate of social 
evolution. 

The essence of my strictures was first that traditional value 
theory was too mechanistic in its conception of an “ automa¬ 
ton ” economy, a “ self-operating ” economic system; and, sec¬ 
ondly, that the genetic approach as practiced was too organis- 
mic and biological. Polanyi points out that the biological bias 
is responsible for classical mechanism, and that market society 
tends actually to be automatic and self-regulating—due at 
least in part to the philosophical errors of the classical agita¬ 
tors for the establishment of the liberal economy. Whereas I 
had condemned the theory as misrepresenting the nature of 
man and society, the while pointing out the inherent restric¬ 
tiveness of capitalism, Polanyi clarifies further by showing the 
causal relationship between the perverted classical conception 
of society and the aberrant social system which the classicists 
helped to create. 
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One deficiency in Polanyi, however, is the lack of a specific¬ 
ally philosophical indictment of the classicists and of a positive 
philosophical elaboration. In Chapter IV, accordingly, an 
effort is made to introduce as much of the philosophical analy¬ 
sis from the earlier manuscript as seems necessary to supple¬ 
ment Polanyi's analysis. The critique of Smith in my earlier 
manuscript is also drawn upon to some extent, although an 
originally contemplated appendix on Smith was abandoned as 
too long and too slightly related to the immediate discussion. 

I should like to paraphrase here some other relevant pas¬ 
sages from my earlier manuscript to clarify the spirit in which 
Polanyi is approached, and to show the context for the hope 
that his work will prove to be indeed a theoretician's contri¬ 
bution to the solution of the world’s practical problems: 

Rene Etiemble has aptly termed the present military conflict 
World Civil War No. i. It is the first civil war of mankind's 
first world-wide culture. Civil war is civil chaos. Yet this war 
is but symptomatic of deeper disruptive forces which have 
long been progressively disorganizing human society. In the 
most fundamental sense, human history has been a continuous 
struggle to build civilization and fulfill humanity against the 
vast ordered cosmos in which man is a glob of anarchy. The 
freedom of the human will to establish order on man’s own 
terms is in constant opposition to the blind cosmic forces 
whose order would demand extinction of the rational species. 
The restoration of peace among men will be but one step to¬ 
ward achieving rational social order, that eternal desideratum 
ever threatened by the heedless irruption of the primordial 
forces of unreason and disintegration. The prime weapon must 
be human reason, both specialized in professional thinkers and 
dispersed throughout society. The social disciplines should 
mediate between the world of abstract thought and the world 
of intelligent action. We already know by their help that so¬ 
ciety has some degree of rigidity and determinateness impos¬ 
ing routines of behavior and certain predetermined sequences 
of change; but we also know that society can be molded by 
human reason. Mankind today is at a major juncture where, 
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on the one hand, informed, moral intelligence can guide the 
present race of men once more toward the true Novus Ordo 
Seclorum of liberal faith, or else, on the other hand, the anti¬ 
liberal impostor “ New Order may win by default—the 
‘‘ order'' which means latter-day barbarism and the ultimate 
defeat of humankind. Mankind has a history, which is the 
phylogeny of the human species, and the social scientist can 
provide guidance for the social evolution of the species to¬ 
wards desired goals. The economist has seldom examined 
capitalism, that stage of human evolution with which he has 
been chiefly concerned, with a view to controlling its long-run 
development, and he has rarely plumbed the freedom-un¬ 
freedom complex which the democratic-capitalistic era mani¬ 
fests. Yet the great problem which confronts the economist 
is this: What are the genuine potentialities at the present time 
for achieving a free, just, and ordered socio-economic system? 
The economist should examine capitalism as a dvmamic entity, 
a developmental entity, capable of diverse courses among which 
intelligent and informed collective control can select and pur¬ 
sue the best. The contemporar}" crisis makes it most urgent 
for the economist to do this now. 

The problem of the present book is to evaluate Polanyi’s 
offer of intellectual succour to the human race at this time of 
crucial need. 

In conclusion, I should like to acknowledge some indebted¬ 
nesses. I wish»first to thank Professor Polanyi himself for be- 
ing so gracious about encouraging me to undertake this cri¬ 
tique. I consulted him before I started, but decided not to 
avail myself of his generous willingness to be consulted during 
the course of writing, in order that my evaluations and judge¬ 
ments would be based solely upon what anyone could find in 
the printed word. In this way I doubtless sacrificed much 
illumination I could have received from him as to proper in¬ 
terpretation and as to {X)ints that baffled me, but it seemed 
best to approach 77k’ Great Transformation on the same foot¬ 
ing as it is necessary to approach The Wealth of Nations. 
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sible to express my gratitude for his time, effort, care, patience, 
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CHAPTER I 
INTRODUCTION 


“ Here is a book that makes most books in its field seem 
obsolete or outworn''—so Professor R. M. Maciver, in the 
Foreword, hails Karl Polanyi's The Great Transformation} 
When a distinguished scholar singles out so emphatically one 
from the constant flow of new books, it becomes worthy of 
examination. Examination reveals that in truth a mighty en¬ 
terprise has been undertaken, for Professor Polanyi has at¬ 
tempted even more than Professor Maciver indicates he has 
achieved. For the true field of his work is broader than that 
of economic history which is Professor Polanyi’s specialty and 
presumed focal point in his researches which culminated in the 
writing of this book and its sequel, Our Obsolete Market 
MentalityThe finished work embraces most of the social 
sciences — certainly economics, history, sociology, social 
anthropology, social psychology, and political science. Quite 
aside from his thesis and his success or lack of success in 
establishing it, a work of such ambitious magnitude demands 
at least a preliminary examination by the social scientist. 

Professor Polanyi, then, attempts to establish new theses 
of the most fundamental sort, seeks to integrate the social sci¬ 
ences in his attempt, and formulates by implication and direct 
statement an analysis of the nature of the social sciences. All 
of this in some three hundred pages! Obviously we have here 
an essay, however successful, at writing a masterwork in the 
social sciences. 

1 The Great Transformation, p. ix. 

2“Our Obsolete Market Mentality”, Commentary, vol. Ill, No.2, Febru¬ 
ary* 1947. The author wishes to express appreciation to Rinehart & Co. 
and to the editors of Commentary, the copyright owners respectively of The 
Great Transformation and “Our Obsolete Market Mentality”, for per¬ 
mission to quote therefrom throughout this book. 
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Yet this is not all. Polanyi follows the tradition of Adam 
Smith and Karl Marx in not being satisfied with an effort (i) 
to be scientific, (2) to found a new science or to reconsti¬ 
tute an old science, (3) to account for the whole of society in 
the process; but also, and above all, he seeks to do all this for 
one major purpose—to instigate a change in society based on 
what the nature of society dictates. Perhaps this critique is not 
the proper place to elaborate an argument, if indeed it is open to 
debate, that such was the intention of Smith and Marx, though 
I should like to state this position briefly. In any case, it cer¬ 
tainly is the intention of Polanyi. We shall see that Polanyi’s 
work is thoroughly polemical. He inveighs against the defense 
of capitalism as a fallacy and against economic liberals as 
guilty of scientific error. His positive program is not so 
strongly put, but he is no less to be considered polemical on 
that account. 

Let us examine briefly the view that Polanyi would seem 
to be following in the tradition of the founders of two of the 
greatest schools in economics, Smith and Marx. A polemical 
interest is perhaps more taken for granted in the case of Marx, 
since today the Marxists are perhaps the more vociferous, and 
they reiterate the relation between the communist revolution 
and Marx’s analysis of society—scientific socialism.” Marx, 
of course, sought the elimination of exploitation, of surplus 
value, of the profit motive, of class oppression in general, and 
ultimately of political society. He explained his objectives as 
the necessary end-results of the laws of social dynamics. 
Smith was concerned with the political maladministration of 
the social order, and attempted to show that the true nature of 
social organization was such that economic life would best 
prosper if capital were free to be employed wherever most 
productive, and that the contemporary discouragement of 
agriculture and encouragement of commerce was not the best 
way to promote the wealth of nations. Polanyi believes, like 
Smith, that an error must be rectified, and shares with Marx 
some of the latter’s ideals. But though agreeing with each in 
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the broad social science methodology and also agreeing in 
some concrete doctrines, Polanyi takes basically still a third 
tack. He believes that a new social science would reinterpret 
the social phenomena of the nineteenth century, Nineteenth 
Century Civilization so that both Smith and Marx would 
be proved to have misread the facts; that in truth fascism was 
the result of the vacuum created by the failure of capitalism to 
function, that capitalism was essentially a non-viable form of 
social life, that capitalism was a deliberate man-made experi¬ 
ment, and that the social scientists of early industrial times 
were responsible, in part, for the great blunder. In the case of 
Polanyi, as in the case of Smith and Marx, the object is to 
know in order to act. 

The scope of Polanyi's undertaking is indeed classic. It is 
incumbent upon social scientists to investigate whether the 
execution justifies ranking The Great Transformation with 
The Wealth of Nattotis or Capital. More to the point, it is of 
great interest to social scientists to discover whether Polanyi 
has redirected the fundamentals of their branch of learning 
and has made substantial contributions to their understanding 
of the great social crisis which is now upon us. In the final 
analysis, it is this last which is of the most importance both 
from Polanyi’s and the reader’s point of view: What is the 
etiology of the climacteric of modern society, and what is the 
prescription ? 

The purpose of this critique is to perform this labor of in¬ 
vestigation as a preliminary guide for those interested in the 
significance of Polanyi’s work. It is impossible to cover com¬ 
pletely all the many aspects of The Great Transformation and 
the companion Our Obsolete Market Mentality ”, so our ef¬ 
fort at selection will aim at the points which we have already 
indicated; viz., (i) Polanyi’s major theses and auxiliary 
propositions, (2) his methodology, (3) his analysis of the 
nature of social science and the specific social sciences, (4) 
his polemical position, (5) his overall success in elucidating 
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the current crisis and rectifying erroneous ideas in the social 
sciences. 

The next six chapters will each take up a separate problem 
posed by Polanyi, but the unified nature of his work will be 
kept in mind and no strict division of topic adhered to. In other 
words, six separate problems will be discussed, with the em¬ 
phasis on each in turn, but with the interrelationship of the 
six maintained by freely mentioning all six in each chapter 
when clarity is gained by doing so. The first problem is the 
nature of capitalism as a type of economy and as a type of 
society among other economies and societies of which we have 
knowledge, primitive and civilized, historical and contempo¬ 
rary. Chapter II, “ Capitalism the Anomaly will therefore 
present and analyze Polanyi's thesis that capitalism, the econ¬ 
omy of Nineteenth Century Civilization, is the only exception 
to a threefold classification of all human societies and econ¬ 
omies. The second problem is the origins and causes of the 
birth of capitalistic society. Hence Chapter III, “ The Rise of 
Market Society will present Polanyi’s account of the his¬ 
tory of capitalism and the reasons for its coming into being. 
The third problem is the historical effect of the ideas of social 
scientists, and particularly economists, upon the development 
of capitalistic society. Therefore Chapter IV, “ The Classical 
Economists and the New Society will discuss Polanyi's view 
that capitalism and the science of economics arose together, 
and that failure to understand the economic order led the 
economists to espouse economic liberalism and to help create 
the market economy. The fourth problem is the cause of the 
dynamics of capitalism and the antithetical forces at work in 
it. So Chapter V, ‘‘ The Dilemma of Market Society ”, will 
discuss Polanyi's position that the inevitablity of self-protec¬ 
tion necessarily undermined the foundation of capitalism, self- 
regulation. The fifth problem is the cause of the collapse of 
capitalism and the origin of fascism; in short, the central prob¬ 
lem, the nature of the Great Transformation. Chapter VI, 

‘‘ Disruption and Transformation ”, accordingly, will discuss 
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Polanyi’s explanation, in terms of the antithesis between self¬ 
protection and automaticity, of the failure of capitalism and the 
rise of fascism. The last of the six problems is the practical 
problem, the problem of action. Thus Chapter VII, Polanyi^s 
Positive Program ”, discusses Polanyi’s alternative program, 
both for what might have been instead of capitalism, and what 
should now be instead of fascism. 

Each of these six chapters—Chapters II through VII— 
will be divided into two major parts: the first will attempt a 
restatement of Polanyi’s ideas on a subject, and the second 
will be devoted to criticism. In other words, the early sections 
of each of these chapters represent mere exposition of Polanyi’s 
position (substantiated by extensive quotation of Polanyi’s 
own formulation), whereas the later sections represent the 
present WTiter’s critique of the material contained in the ex¬ 
position of that cha])ter. The reader is to be cautioned against 
holding the present author responsible for the ideas in the 
expository sections;^ howxver, he must take responsibility 
for interpreting Polanyi’s meaning, for reorganizing Polanyi’s 
material, and occasionally for substituting his owm terminology 
for Polanyi’s. 

Chapter VUI, the last chapter, will depart from this plan. 
It is devised according to a somewhat schematic arrangement 
to give a brief resume of each chapter in turn, sections 2 
through 7 being respectively devoted to Chapters II through 
VII. The final section, section 8, examines Polanyi’s work as 
a complete whole and attempts an overall evaluation. 


3 As will be ix)intecl out in each chapter in turn, the exposition in Chapter 
II consists of sections i through 4; in Chapter III, sections 1 through 3; 
in Chapter IV, sections i through 4: in Chapter Y, sections i through 3; 
in Chapter VI, sections i through 4; and in Chapter VII, sections i and 2. 
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CAPITALISM THE ANOMALY' 


I. 

At the very outset we must perhaps misrepresent Polanyi 
somewhat by using the term “ capitalism ” which he for the 
most part eschews. As Maurice Dobb has pointed out,^ the 
variety of meanings attached to this controversial word has 
resulted in considerable ambiguity about its referent. That 
economic system which Polanyi is chiefly concerned with is 
named by him, somewhat awkwardly, market economy, for ex¬ 
cellent reasons, as we shall see. In concession to popular 
usage, however, it seemed best arbitrarily to ignore Polanyi’s 
careful avoidance of the term “ capitalism ", and even more 
arbitrarily to use it as precisely synonymous with ‘‘ market 
economy Our justification is that in his more popularly 
written article, “ Our Obsolete Market Mentality ”, Polanyi 
himself does the same.''* A compromise term, which may be but 
an unfortunate hybrid, was used in the title of this volume, 
“ market capitalism ”. The hoped-for virtue of this invention 
was to make it clear from the first that we are talking about 
something very familiar, yet viewed under an utterly new 
light. It may also serve to underscore one of the differences 
we have with Polanyi—that however unique market economy 
is as a species of economic organization, it nevertheless be¬ 
longs to a familiar species in an historical continuum. We 
shall discuss this point further later on, and for the present 
let it be taken as a mere matter of arbitrary usage that “ mar- 

1 This chapter is based on The Great Transformation, Cliapters IV, V 
and VI, and the complete paper “Our Market Mentality”. In this chapter, 
sections i through 4 represent a paraphrase of Polanyi’s work; sections s 
through 7 present this writer’s ideas. 

2 Maurice Dobb, Studies in the Development of Capitalism, Chapter I, 

" Capitalism ”. 

3 “ Our Obsolete Market Mentality ”, p. 114. 
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ket capitalism and capitalism shall be identical in mean¬ 
ing with market economy 

Polanyi’s fundamental thesis is that capitalism is a distinct 
anomaly in the history of mankind, a monster among human 
societies, a “ stark utopia It is an anomaly because it alone 
subordinated “ the substance of society itself ” ® to the laws 
of the automatic market system which characterizes this type 
of economy. It is a monster because it degrades man, sub¬ 
verts the basic function of social organization, and is unwork¬ 
able. It was a stark utopia because it was the result of delib¬ 
erate human plan and act based upon a chimerical vision of 
ideal perfection; and yet was foredoomed to a disastrous life 
and a catastrophic collapse. Fascism was the grim resultant 
of its failure. The Great Transformation ” is the present- 
day transition to the new order from the nineteenth century 
institutional complex based on the market system. 

The roots of the transformation, so fateful for the human 
race, lie in the Industrial Revolution which brought on the 
fatal dynamic of the self-regulating market system. Inasmuch 
as the development of this concept of the Industrial Revolu¬ 
tion and market dynamics consumes the greater portion of 
Polanyi’s work, we shall not analyze it at this time. Our pres¬ 
ent concern is with the prior theses that the “ internal mar¬ 
ket " is special to mercantilism, that a market economy is un¬ 
known prior to modern times, and that the capitalistic motives 
of barter, gain, and hunger are not inherently “ economic 
motives and do not play a significant role in the economic lives 
of pre-capitalistic peoples. Polanyi believes that these proposi¬ 
tions require for their establishment a study of econom.ic his¬ 
tory and of comparative cultural anthropology. 

2 . 

Polanyi relies for his data upon scholars (notably Richard 
Thurnwald and Bronislav Malinowski) of primitive and an- 

4 The Great Transjormation, p. 3. 

6 Ibid., p. 71. 
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cient societies, and upon scholars (notably Henri Pirenne) of 
European history—which data he interprets for himself to 
prove that, aside from the case of capitalism, markets in no 
known human society, primitive or civilized, were ever more 
than external accessories of economic life, and certainly never 
affected the basic social organization of any society. Further, 
motivation to carry on economic functions is never specific 
but is always directed toward the ends of “ social good-will, 
social status, social assets ® which govern man’s behavior in 
general. He divides markets into three types: (i) long-dis¬ 
tance or foreign markets, (2) local or neighborhood markets, 
and (3) internal markets. 

Foreign markets, ( i), operate as a carrying trade over rela¬ 
tively long distances to provide goods not available locally, 
provided that they are light-weight. Such “ trade ” may even 
exist without markets—as in the case of war, piracy, black¬ 
mail, or mutual exchange of gifts (reciprocity). It need not be 
competitive even after it is established on a market basis. In 
late medieval times in Europe, after the growth of towns, it is 
true that foreign trade was on a proto-capitalistic basis in that 
there existed competition, wholesaling, production for export, 
and the wage system. But this trade was excluded by guild 
regulation from affecting the internal functioning of the town 
economy. Even this proto-capitalistic type of market has no 
tendency to expand and to invade the internal economy. 

Historically, peaceful foreign trade grows out of warlike 
plunder; and barter emerges after peace; it is the consequent, 
not the cause. This proposition refutes the position of Adam 
Smith and the classicists regarding the primacy of the natural 
propensity of all men to barter. 

Although local markets, (2), are of obscure origin, it is 
clear that they likewise did not stem from individual acts of 
barter, which customarily were governed by a strict etiquette 
designed to discourage voluntaristic bargaining and higgling. 


6 Commentary, p. 112. 
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Local markets are often complementary to foreign trade, lim¬ 
ited to goods peculiar to the region and not suited to long 
hauling. Local markets are always incidental to the dominant 
mode of economic organization. Medieval towns grew out of 
markets, but protected the economic organization from the 
market at the same time they safeguarded the market. Primi¬ 
tive villages are like medieval towns in this respect. Although 
the market and village or town were important to the com¬ 
munity, they never altered the prevailing economic system. 

The third type of market is the internal market (3). Since 
this is unique to the nation-states of modern Europe, it can 
be called the national market. The market escaped from the 
town and became widespread over the countryside as the re¬ 
sult of the deliberate mercantilistic policies of the nation- 
builders. These new markets were to some degree comj>etitive, 
as the local markets were not. But they were carefully regu¬ 
lated and thus still did not uproot the basic system of economic 
life. But this internalization was a prerf^juisite to the market 
economy inaugurated by the Industrial Revolution which did 
uproot and supplant the prevailing economy. 

3- 

Polanyi’s arguments concerning motivation are psycholog¬ 
ical as well as anthropological. Polanyi argues that there is no 
such thing as specific motives, and it was only the peculiar 
mechanism of capitalism which linked hunger and gain to pro¬ 
duction. Moreover, generally society provides for material 
welfare, and the individual simply behaves as a social being 
and thereby automatically performs his economic function. As 
to anthropology, Polanyi attempts to show that known soci¬ 
eties behave as he indicates, and not as the classical school 
maintains. We shall examine this survey of other cultures in 
the next section. 

Polanyi holds that capitalistic psychology is a creation of 
capitalistic society, and not inherent in the nature of man nor 
common to all societies. By capitalistic psychology he seems to 
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mean the desire to sell one's labor for fear of starvation. Under 
capitalism, a man must earn an income in order to live, an 
income earned by some sort of sale motivated by either fear 
of hunger or hope of gain. Also under capitalism, all sales, 
sought for income, contribute to production. Hence under 
capitalism production depends upon the incentives of hunger 
and gain. 

According to Polanyi this arrangement is neither natural, 
necessary, nor known outside capitalism. Polanyi asserts the 
** changelessness of man as a social being ” throughout his¬ 
tory. This unchanging being in all societies but capitalism 

does not act so as to safeguard his individual interest in the 
possession of material goods; he acts so as to safeguard his 
social standing, his social claims, his social assets. He values 
material goods only in so far as they serve this end. Neither 
the process of production nor that of distribution is linked to 
specific economic interests attached to the possession of goods; 
but every single step in that process is geared to a number of 
social interests which eventually insure that the required step 
be taken.” ® 

Aristotle is taken as the scholar who first understood Pol- 
anyi's basic point. ”. . .We must concede that his famous dis¬ 
tinction of householding proper and money-making, in the in¬ 
troductory chapters of his Politics, was probably the most 
prophetic pointer ever made in the realm of the social sciences; 
it is certainly the best analysis of the subject we pos¬ 
sess.” ® Polanyi believes that, in Polanyi’s words, Aristotle 
realized that ” man is not an economic, but a social being.” 

. .The distinction between the principle of use and that of 
gain was the key to the utterly different civilization the out¬ 
lines of which Aristotle accurately forecast two thousand 


7 The Great Transformation, p. 46 . 

8 Idem. 

9 Ibid., pp. 53 , 54 . 

10 Commentary^ p. 112 . 
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years before its advent. . In other words, Aristotle recog¬ 
nized the contrast between traditional society where the econ¬ 
omy was based on production for use, and a peculiarly 
economic society w’here production is for gain. Further, Aris¬ 
totle condemned the latter, as does Polanyi, as being unnat¬ 
ural: “In denouncing the principle of production for gain ‘ as 
not natural to man as boundless and limitless, Aristotle was, 
in effect, aiming at the crucial point, namely the divorcedness 
of a separate economic motive from the social relations in 
which these limitations inhered.’' 

Polanyi argues, without much elaboration, that there is 
really no such thing as an economic motive, except when de¬ 
liberately created. He is not very clear about the nature of the 
category he is denying, but presumably he means that there is 
no necessary relationship between any human drive and spe¬ 
cific economy activity; that is, the activity of producing and 
distributing material goods. He further explains by saying 
that men do have experiences w^hich can be said to be truly 
religious, aesthetic, or sexual because “ these. . .give rise to 
motives that broadly aim at evoking similar experiences.” 
The implicit argument seems to be that specific motives can 
be said to exist if they bring satisfaction and a desire for repe¬ 
tition of the satisfaction, but no motive is specifically economic 
because the act of material production does not bring satis¬ 
faction nor the desire for a rejxrtition of the act. In other 
words, a pure economic motive w^ould be an incentive to pro¬ 
duce, and there is no such natural incentive. Hunger is per¬ 
fectly natural, but is not synonymous with an incentive to pro¬ 
duce. It becomes such an incentive only if society makes eating 
explicitly dependent upon producing, wdiich capitalistic society 
alone does. ” Intrinsically, hunger and gain are no more ‘ eco¬ 
nomic ’ than love or hate, pride or prejudice. No human 

11 The Great Transformation, p. 54. 

12 Idem. 

13 Commentary, p. 111. 
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motive is per se economic. There is no such thing as a sui 
generis economic experience. . .The economic factor, which un¬ 
derlies all social life, no more gives rise to definite incentives 
than the equally universal law of gravitation.*' 

Polanyi goes on to stress that hunger and other motives are 
individual, while economic life is social. With man, the 
political animal, everything is given not by natural, but by 
social circumstance." Society organizes economic life, and 
has a number of motives to draw upon to impel its members 
to perform their economic functions. In capitalistic society, it 
is true, hunger and gain were the incentives which society em¬ 
ployed. However, other societies have employed religious in¬ 
centives (e.g. medieval monks), aesthetic incentives (Trobri- 
and Islanders), honorific incentives (the Kwakiutl), and 
political incentives, that is, power and glory (mercantilistic 
Europe). In general, ". . .incentives are of that ‘ mixed ’ char¬ 
acter which we associate with the endeavor to gain social 
approval.. ." Even in capitalistic society mixed motives were 
the fact, and "economic " motives the theory. But it is the 
theory which caused the trouble. 

It is the non-existence of true economic motives, and the 
proper subordination of economic activity to general social in¬ 
stitutions which makes capitalism monstrous, with its fabrica¬ 
tion of economic motives (fear of hunger and desire for profit) 
and subordination of society to the economy. " Mans economy 
is, as a rule, submerged in his social relations. The change from 
this to a society which was, on the contrary, submerged in the 
economic system was an entirely novel development." 

. .Instead of the economic system being embedded in social 
relationships, these relationships were now embedded in the 

14 Idem. 

15 Idem. 

16 Ibid., p. 112. 

17 Idem. 
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economic system.” This change is pernicious and unnatural. 

. It is pernicious to institutionalize the separation of the 
‘ material' and 'ideal components of man's being. .. [The 
field of economy] . . .has been ' separated out' of society as 
the realm of hunger and gain. . .Our humiliating enslavement 
to the ' material which all human culture is designed to miti¬ 
gate, was deliberately made more rigorous. This is the root of 
the ‘ sickness of an acquisitive society ' that Tawney warned of. 
And Robert Owen’s genius was at its best when, a century be¬ 
fore, he described the profit motive as ‘ a principle entirely un¬ 
favorable to individual and public happiness.’ ” 

4 * 

To establish his view that the role of the market and the 
existence of economic motives are unique to capitalism, Polanyi 
introduces a study of comparative economic systems on a much 
broader basis than the usual study under that name w^hich 
limits itself to twentieth century economies. His study is in¬ 
tended to be all-inclusive of human societies over time and 
space. His thesis is that in all societies except our own, the 
production and distribution of economic goods is provided 
for as a subordinate and ancillary part of the constitution of 
society, and no sj)ecial economic motives needed. 

. .Man’s economy, as a rule, is submerged in his social re¬ 
lationships.” 

The most that can be said in behalf of a specific economic 
side of society is that there is a certain behavior principle char¬ 
acteristic of each society wdiich serves the economic needs of 
that society. But correlative wdth each such behavior principle 
is a special pattern of sociological institutions which is like¬ 
wise characteristic of a society. The economic behavior prin¬ 
ciple is an extension of the societal pattern : 

IS Ibid., p. 114 . 

19 Polanyi denies the validity of the dichotomy. 

20 Commentary, p. 115 . 

21 The Great Transformation, p. 46 . 
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‘‘ The economic system is, in effect, a mere function of social 
organization.” 

As has been said, the individual in society is motivated by 
broad social aims, not specific economic ends. Social ties and 
social interests are fundamental. Human nature is not different 
in non-capitalistic and capitalistic societies, but it is directed 
in non-capitalistic societies toward non-economic goals. All 
the psychological characteristics of liberal “ economic man ” 
are lacking outside nineteenth century society. Goods are cus¬ 
tomarily wanted merely as a means to social conformity. 

To demonstrate his thesis Polanyi asserts that all societies 
can be accounted for by four behavior principles and four cor¬ 
relative institutional patterns. The barter principle and market 
pattern constitute a category which contains just one member, 
nineteenth century capitalism. The four pairs of principles are 
as follows: 

Economic Behatnor Principle Social Institutional Pattern 


(I) 

Reciprocity 

(2) 

Redistribution 

(3) 

I louseholding 

(4) 

Barter 


Symmetry 

Centricity 

Autarchy 

Market 


Reciprocity (i) is the principle of mutual giving. There is 
a chain of giving so that in the end each individual has given 
something and has received something, even though he may 
have given to somebody other than the one from whom he has 
received. The principle extends beyond economic exchange to 
sex and other social needs. The behavior system is governed by 
such controls as etiquette and magic, not by the profit motive. 
It can lead to very complex trading relationships, as in the 
Kula ring of western Melanesia. But Reciprocity would be 
impossible without the institutional pattern of Symmetry. That 
is, there must be some sort of partnership system whereby 
every individual is assured of being a recipient as well as a 
giver. Not only individuals, but villages may have partners in 
a system of reciprocal trade. Symmetry really does not create 


22 Ibid., p. 49 . 
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separate institutions in the tribe or society. Polanyi cites only 
the Melanesians as examples, although he quotes Malinowski 
and Thurnwald to indicate that this type of economy is 
widespread among primitive societies.^^ Polanyi stresses that 
Reciprocity is not merely a means of distribution but provides 
a motive for labor and production completely without assist¬ 
ance of the gain motive, although such motives may be in¬ 
volved as joy of work, social approbation, or competition in 
excellence of skill. 

Redistribution (2) is a refinement of Reciprocity, where a 
specialist at Reciprocity is introduced as a central figure or 
intermediary whose function it is to receive from all and to 
give to all (though not necessarily equally or in proportion to 
amount received). It may be as simple as the case of a tribal 
chief who collects each hunter's game and later redistributes 
the whole catch to the entire tribe. Or it may be like the great 
archaic civilizations which employed an elaborate system of 
collection, storage, transfer, restorage, and eventual distribu¬ 
tion. All the pre-money civilizations were of this type, and the 
archaic kingdoms even used metal currencies for the special 
purposes of paying taxes and salaries without upsetting the 
basic system by this use of money. Feudalism, also, universally 
implied the Redistribution system. 

Along with a Redistribution economy there always existed 
the social pattern of Centricity. Regardless of whether a class 
or classless, society existed, and regardless of the equality or in¬ 
equality of distributive shares, an institutional focal point was 
always requisite for the functioning of the Redistribution sys¬ 
tem. Thus distinctive social institutions may or may not be 
present with Redistribution and Centricity. Political power, 
w'hen it exists, stems from the distribution function of the cen¬ 
tral agent, but the central agent with that function may exist 
in an egalitarian hunting society. In all classes Redistribution- 
Centricity, like Reciprocity-Symmetry, is a type of economic 


72 Ibid., Appendix 6 , section (f), p. 272 . 
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organization which is embedded in the general organization 
of the society: 

. .Redistribution also tends to enmesh the economic sys¬ 
tem proper in social relationships. . .As a rule, the process of 
redistribution [forms a] part of the prevailing political 
regime. . ^ 

Various motives will be involved according to the political 
authority of the central agent, but no specific economic motive 
is required, no profit motive. 

. .Intensely vivid experiences. . .offer superabundant non¬ 
economic motivation for every act performed in the frame of 
the social system as a whole.'’ 

Like Reciprocity-Symmetry again, the Redistribution sys¬ 
tem provides for division of labor and guarantees production 
and distribution of goods. It actually provides in some cases 
vast economic achievement... [and] an elaborate division 
of labor.” ^ Polanyi cites as examples of this system Ham¬ 
murabi’s Babylonia, the New Kingdom of Egypt, ancient 
China, the Inca civilization, and the kingdoms of India—as 
well as all feudal and many primitive societies. He implies that 
certain city-states also employ this system.*'^" 

Householding (3) appears when a society is sufficiently 
complex to contain sub-societies which have their own Redis- 
tribution-Centricity systems.^® Tlie emphasas is upon a society 

made up of autarchical sub-societies where each produces, 
stores, and redistributes to its own members. The sub-society 
may be a family, a settlement, or a manor. The nucleus may 
be, resf)ectively, sex, locality, or political power. The internal 
organization may be anywhere from complete despotism to 

24 The Grc'it Transformation, p. 52 . 

25 Ibid., 1 48 . 

26 Ibid., p. 52 . 

27 Idem. 

28 This statement of origin is my own interpretation and is only implicit 
in Polanyi. 
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full democracy. It may vary in territorial extent from a small 
strip to a vast domain. Whatever these accidental features, the 
economic characteristics are the same. And in no case need 
trade or the market play any greater role than in the Reciproc¬ 
ity-Symmetry or the Redistribution-Centricity systems. Pro¬ 
duction is for use, not for gain. Trade may exist also, however, 
without disrupting the basic pattern. Trade is useful, but just 
to dispose of surpluses. The Greek city-state, while a House¬ 
hold economy, put great reliance on wholesale trade and loan 
capital. The Roman empire, for all its highly developed trade, 
redistributed grain after the manner of the Redistribution- 
Centricity system, yet was generally a Householding economy. 

It is obvious that a combination of systems is possible as 
in the case of the Roman empire. But aside from modern 
Europe, nowhere, at no time, is there a barter-market econ¬ 
omy, or even an economy where there is a subordinate barter- 
market system, although there are instances of trading and 
markets ancillary to some other type of system. The meaning 
of this distinction is explained in the section discussing the 
Barter-Market Economy. 

. .The rule [is] that up to the end of the Middle Ages, 
markets played no important part in the economic system; 
other institutional patterns prevailed.” ^ 

The Barter-Market economy (4) is the most difficult to 
explain because of its essential uniqueness. Barter, and even 
isolated Markets, may exist in economies which are domi¬ 
nantly based on one of the other three systems, but the Market 
institutional pattern cannot so coexist as a subordinate pattern 
with other patterns. The Market institutional pattern is the 
only one of the four institutional patterns which is essentially 
economic. It is based on si)ecial motives and a specific institu¬ 
tion—the motives of truck or Barter, hunger, and desire for 
gain; and the institution of the Market. No other economic 
system requires a specifically economic institution, nor a spe-^ 


29 The Great Transformation, p. 55 . 
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cifically economic motive. Or, more generally, no other eco¬ 
nomic system requires any specific social arrangements. No 
other economic system is a distinct system from the rest of the 
society. It is this characteristic of the Barter-Market economy 
which means that the society where it exists is a different kind 
of society from all other societies. Such a society must func¬ 
tion as an adjunct to the Market, and all social institutions be¬ 
come subordinate to the Market institution: 

“ Ultimately, that is why the control of the economic system 
by the market is of overwhelming consequence to the whole 
organization of society; it means no less than the running of 
society as an adjunct to the market. Instead of economy being 
embedded in social relations, social relations are embedded in 
the economic system. The vital importance of the economic 
factor to the existence of society precludes any other result.*^ 
For once the economic system is organized in separate institu¬ 
tions, based on specific motives and conferring a special status, 
society must be shaped in such a manner as to allow that sys¬ 
tem to function according to its own laws. “ This is the mean¬ 
ing of the familiar assertion that a market economy can func¬ 
tion only in a market society.” 

According to Polanyi the establishment of this market so¬ 
ciety took place in two stages, all within ” modern ” times. 
Late medievalism saw the rise of towns and the increase of 
markets. But markets are not naturally expansive and do not 
lead of their own accord to a Market economy. It was the 
nation-building policies of the mercantilist rulers of the late 
fifteenth and the sixteenth century which encouraged the devel¬ 
opment of an internal or national market. Yet even so it was 
a controlled society and the market was regulated and sub¬ 
ordinate. The second stage was the deliberate establishment 
of the self-regulating market in the late eighteenth and the nine- 

30 That is, Polanyi recog:nizes that although a separate economic organi¬ 
zation need not exist in every society, nevertheless, every society must pro¬ 
duce and distribute economic goods. 

31 The Great Transformation^ p. 57 . 
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teenth century. This stage is characterized by the laissez-jaire 
principle, unique to human societies, and leading to a unique 
social system in which all human activity is subordinated to 
the functionings of the automatic market economy. 

‘'Internal trade in Western Europe was actually created by 
the intervention of the state. Right up to the time of the Com¬ 
mercial Revolution what may appear to us as national trade 
was not national but municipal. . .Trade was limited to organ¬ 
ized townships which carried it on either locally as neighbor¬ 
hood trade or as long-distance trade—the two were strictly 
separated, and neither was allowed to infiltrate the countryside 
indiscriminately.” 

As production for export grew and wage labor was intro¬ 
duced in the cloth trade, the towns reacted with stricter con¬ 
trols : 

” An increasingly strict separation of local trade from ex¬ 
port trade was the reaction of urban life to the threat of mobile 
capital to disintegrate the institutions of the town. The typical 
medieval town. . .met the peril squarely by enforcing whth the 
utmost rigor that policy of exclusion and protection which was 
the rationale of its existence.” 

The capitalist w'hole.saler, not the guild masters, sought the 
internal, national market. It was the national state w^iich over¬ 
ruled the towns and principalities and forced the introduction 
of the mercantile system with its national market in place 
of the protectionistic system of the local governments. The 
sources of the system were the Commercial Revolution and its 
evocation of a centralized state, the growth of mobile capital 
peculiarly suited for the development of trade, and the expan¬ 
sion of the administrative system of the towns to the state. 
The state now exercised the restriction and protection formerly 
exercised by the guilds. Unregulated markets presented two 
dangers—competition and monopoly; the nation-state now 

32 Ibid., p. 63 . 

3 ZIbid., pp. 64, 65. 
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had to protect the community against these dangers formerly 
forestalled by the towns. Competition was a danger because it 
upset continuity and regularity, destroyed the market, and 
created monopoly. That is, outside incursions into the market 
were temporary but served to drive off regular sellers, result¬ 
ing ultimately in monopoly. The state, in destroying partic¬ 
ularism, admitted some degree of competition and thereby per¬ 
mitted transient interlopers to scoop the market; but this new 
competition was subordinated to an overall pattern of regula¬ 
tion. The household system remained dominant: 

“ The self-sufficing household of the peasant laboring for his 
subsistence remained the broad basis of the economic system, 
which was being integrated into large national units t^hrough 
the formation of the internal market.” 

“ The ‘ freeing ’ of trade performed by mercantilism merely 
liberated trade from particularism, but at the same time ex¬ 
tended the scope of regulation. The economic system was sub¬ 
merged in general social relations; markets were merely an 
accessory feature of an institutional setting controlled and 
regulated more than ever by social authority.” 

“ Regulation and markets, in effect, grew up together.” 

This far, despite the inauguration of modern times and the 
rise of the powerful centralized state and the establishment of 
national markets, social organization is essentially unchanged. 
The great revolution in society occurred toward the end of 
the eighteenth century and the early nineteenth century when 
the self-regulated market was deliberately introduced. A self- 
regulated market implies that all the elements of the economy 
are for sale and find their price on the market—goods, factors 
of production, and money. All are commodities—goods pro¬ 
duced for the purpose of sale in the market at prices deter¬ 
mined by the supply-and-demand mechanism. The protection 
over each had to be removed, and each had to be cornmer- 

dilbid., p. 66 . 

35 Ibid.f p. 67 . 

36 Ibid., p. 68 . 
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cialized. The fiction that labor, land, and money are commod¬ 
ities had to be established. In England, laborers were protected 
by the Speenhamland law (1795) so that land and money were 
commercialized before labor. Already two conflicting social 
forces were at work which made the protection of labor in¬ 
feasible in an increasingly market economy. The two forces 
were revolutionary expansion of the market organization, and 
traditional paternalistic protectionism. During this first period, 
from 1795 to 1834, the working men paid the penalty of near 
starvation for the government’s excessive paternalism (as 
represented now by Speenhamland) in the face of the laws of 
the market economy. This conflict between market laws and 
tendencies to social self-protection continued throughout the 
nineteenth century, even after the creation of the labor market 
and eventually led to the collapse of the market system itself. 
That is, the basic sociological law of protection continued to 
operate in the market society which postulated no protection, 
and the antithesis, ultimately, brought disintegration and col¬ 
lapse. The market economy was essentially impossible, a stark 
utopia. 

Three separate problems, at least, are broached in this brief 
analysis, and further development must wait for a later time. 
All three hinge u{X)n the problem of governmental control ver¬ 
sus laissez-jaire ; the problem of the wisdom and necessity for 
the policies from Speenhamland to the Poor Law Reform Act 
of 1834; the problem of the inevitability of the collapse of the 
market system; and the problem of fascism. These three prob¬ 
lems and their central core of the role of control deserve care¬ 
ful treatment later on. Our present concern is with the doctrine 
that a market economy implies a special indeed a unique, 
organization of society, and that such a unique society occurred 
just once in human history. Let us proceed to a criticism of 
Polanyi’s thesis as thus far developed. 

5 - 

The reader must understand at the outset in approaching 
Polanyi’s exposition that he is presupposing an opposition, the 



34 has market capitalism collapsed? 

liberal economists and their progenitor, Adam Smith. The 
argument as developed in this chapter is concerned with 
Smith’s false views of other societies. The question arises, 
granted that modern social science has contributed to our 
knowledge of other societies, what real significance does it 
have to know that Smith erred? Smith postulated economic 
man, the natural propensity to barter, the dependence of the 
division of labor upon exchange, and similar doctrines that 
may be wrong from a historical point of view. What bearing 
do these doctrines have on Smith’s system, and, more mean¬ 
ingful to us, what bearing upon our understanding of the con¬ 
temporary economic scene? The second major consideration in 
examining Polanyi’s interpretation of the history of economics 
is, of course, is it itself accurate and significant? Do his theo¬ 
ries reasonably account for the anthropological evidence of 
first-hand investigators? Do they disprove the postulates of 
Smith’s system? Does his substitute analysis lead to a more 
significant explanation of our present-day economy? 

In respect to the first problem, Polanyi is surely not the first 
to question Smith’s economic-man assumption, nor the first 
to go on to question the doctrine that laisscc-faire is the only 
natural order. The dissenters have from the beginning been 
numerous and voluble and have made just as many pretensions 
to science and scholarship. In fact, it would seem that today 
the whole argument is somewhat anachronistic. Economists 
today know of modern psychology and find that they can con¬ 
tinue to account for the functioning of an exchange economy 
without supposing that exchange is basic to human psychology 
or that other economies could not have thrived without ex¬ 
change, As to economic liberalism, modern exponents do not 
defend the principle of one hundred per cent self-regulation 
nor do they defend their system of modified liberalism so much 
on the grounds that it is natural as that it is the most just and 
free. 

It certainly does not follow, however, that Polanyi’s analy¬ 
sis and criticism is worthless. He is not concerned with Smith 
as a dead historical issue, nor with Smith’s technical value 
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theory. His chief concern is with the influence that Smith’s 
ideas have on contemporary thought. In particular, he is con¬ 
cerned with defending the contrary of Smith's practical pro¬ 
gram; viz., that regulation is natural, well-nigh universal, 
practicable, and alone desirable. This is the implicit doctrine 
which pervades The Great Transformation, and perhaps the 
most serious stricture that can be laid against the author is 
that he does not ever stop to develop this doctrine explicitly. 
Nevertheless, Polanyi appears to be a polemicist; he wants to 
change society. 

V^iewing Polanyi’s intentions in this way, it becomes more 
meaningful for him to show that human society has consist¬ 
ently managed without the gain incentive, and that society 
(not necessarily government) has consistently regulated eco¬ 
nomic activity. In the former doctrine, he stands with the 
socialist tradition w'hich holds that a communistic society is 
practicable, a society w'hich does not employ the profit motive. 
In the second doctrine he stands not merely with the twentieth 
century reformers of left and right, but wdth the neo-mercan¬ 
tilists in economic theory. We shall examine his practical pro¬ 
gram in Chapter VII. 

Returning to the question of the relevance of the attack on 
Smith, Polanyi attempts to stress the brevity of the market 
aberration in the whole expanse of human history. He wushes 
to remove at the outset any predilection in favor of the market 
economy based on the assumption that it is endowed wdth 
prestige either because all earlier forms w'ere “ primitive ” or 
that all forms wxre evolving tow^ard an ever higher stage cul¬ 
minating in the market economy. He feels that social anthro¬ 
pology has been neglected although it w^ould have put the mar¬ 
ket economy into its proper [>erspective. Therefore he under¬ 
takes to set the record straight. His purjx)sc is frankly polemi¬ 
cal as w’ell as scientific: it is not merely true that capitalism is 
an anomaly, according to Polanyi, but it must be generally rec¬ 
ognized that this is so to disabuse contemporary men of their 
market psychology. Polanyi intimates this in these words: 
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. .Primitive economics was relegated to prehistory. Un¬ 
consciously, this led to a weighting of the scales in favor of 
a market psychology. . .We cannot continue today on these 
lines.’’ 

So the significance of the attack on Smith is its general un¬ 
dermining of the apology for laissec-jaire rather than of 
Smith’s technical system. It may be argued in Smith’s defense 
that his anthropology was a useful fiction the historical valid¬ 
ity of which is irrelevant to his system. Just as the social con¬ 
tract theorists need never have asserted the historical existence 
of a pre-political state of nature ” to make their point that 
the function of government is to exercise a common rule, so 
Smith’s explanation of an exchange economy remains sub¬ 
stantially unaffected by the untruth of the assumption that 
there is in all men a natural propensity to barter which led 
historically to a division of labor and a market ecomomy. The 
more recent assumption of a Robinson Crusoe economy is 
recognized as a construct useful for analytical purposes but of 
no historical significance. We shall discuss Polanyi’s attack on 
Smith as a scientist in Chapter IV. 

More significant even than the overthrowing of the liberal 
theory is, of course, Polanyi’s attack upon the actual schism 
in society which Polanyi believes to be the consequent of the 
theory. The schism is an actuality; yet is a product of men’s 
minds. Hence the attack on the theory is necessary to re¬ 
establish a unified society. Although market economy has col¬ 
lapsed everywhere in the world except in the United States, 
market psychology persists both in the United States and in 
other countries. Practical reform demands ideological reform. 
Polanyi seeks to base his ideology upon a true view of the 
nature of society. 

6. 

Distinct from his polemical objective, Polanyi has an inde¬ 
pendent project which must be examined on its own merits. 
This is the attempt to establish what might be regarded as a 


27 Ibid., pp. 44 , 45 , 
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generic economic science which accounts for all human econ¬ 
omies. As Polanyi is the first to admit, such a generic econom¬ 
ics is very unlike the formulation of economic laws which has 
hitherto played such an important role in economics, for the 
reason that only capitalism, about which economics has been 
thus far almost wholly concerned, has an independent existence 
and independent laws. As Polanyi constantly reiterates: 

. .Man’s economy, as a rule, is submerged in his social re¬ 
lationships.” So the generic enonomics rests on general social 
relationships which Polanyi seeks under the name of social 
anthropology. It is the general social relationships which must 
be understood first, and then how they manifest themselves in 
the economic sphere. 

My first complaint of this undertaking is that Polanyi does 
not really attempt it. He gives us an impression which he il¬ 
luminates by anthropological data, but he does not elaborate 
the social framework he utilizes. He never defines what he 
means by a behavior principle or an institutional pattern, or 
how they are related. He does not really explain how Sym¬ 
metry, Centricity, and Self-Sufficiency o(>erate in society aside 
from their economic application. It is not very meaningful to 
say that economic life is just one aspect of the general social 
arrangement unless that is proved by explaining the general 
social framework. 

Polanyi seems to be more successful so far in trail-blazing 
than in stopping to build. At best he shows that there might 
be such a thing as generic economic science, rather than creat¬ 
ing such a science. Yet at the same time that he stops short of 
thorough establishment, he seems to feel that he has actually 
established. It is a big claim to assert that he has penetrated 
to the fundamentals of all human societies and has succeeded 
in comprehending their essence and classifying them into four 
basic categories—at least insofar as their economic arrange¬ 
ments are concerned. He attempts to give a firm and substan¬ 
tial picture with his definite language and specific terminology. 


2 SIbid., pp. 46, 52; Commentary, p. 112. 



38 HAS MARKET CAPITALISM COLLAPSED? 

Yet the picture grows shadowy and insubstantial when it be¬ 
comes clear that the key terms are left undefined. He attempts 
to borrow from a non-existent reservoir of general social sci¬ 
ence to create his economics. His real scientific problem would 
seem to be to create this general social science. Jn short, his 
thesis of the unity of society would imply the unity of social 
science, and his attempt to broaden conventional economic 
science really implies broadening it till it becomes merely a 
facet of generic social science. But generic social science, as 
such, is still a vast uncultivated potential. Therefore his pri¬ 
mary problem becomes the establishment of general laws of 
society so that he can then explain economic life as a corollary 
of these laws. He makes exploration in this direction, but docs 
not follow along far enough to justify the implicit claim that 
he has proved what he has only intimated. His emphasis on 
the unity of society, on the self-protective nature of society, on 
institutions as the basic social instruments, on the subservience 
of social organization to human nature and human ends—all 
these provide the basis for his enterprise. But the task still re¬ 
mains to be done. This criticism is e(|uivalent to complaining 
that Polanyi did not set right at one fell swoop the cardinal 
errors of the whole development of modern social science. Yet 
this criticism is fair enough because such was Polanyi’s en¬ 
deavor. It might be said that Polanyi has written the pro¬ 
legomena to the future social science; the true social science 
itself has yet to be created. 

Polanyi, of course, has two motives in his wTitings, His first 
and fundamental motive is polemical; he wishes to change 
society. His second motive is to explain why and how. His 
basic failing in The Great Transformation is his over-reaching 
himself. He did not need to attempt to regenerate social science 
ab Oi’o iri order to make a contribution to his polemical aim. 
Or if he felt the need to be unassailable in his position, then 
his enterprise should have been on a vaster scale which would 
possibly have taken him a large part of a life-time to write. 
His work is an outline that needs much labor to fill in. The 
fault is not that this is so, but that he seems to claim a definite- 
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ness in his conclusions which would indicate that the filling-in 
had already been accomplished. It would have been better if 
he had been more tentative in his analyses of the societies— 
had said, “ As far as we know now, this is as justifiable a 
hypothesis as any.'' 

Having regretted that Polanyi did not set right the efforts 
of the leaders of social science for over a hundred and fifty 
years, it does not follow that his over-ambition was completely 
fruitless. On the contrary, the complaint is not that he did not 
accomplish anything, but that he was not satisfied with his 
accomplishment. It is the journalistic zeal whth which his true 
contributions are magnified to classic proportions which seems 
objectionable. It seems to the present writer that it must be 
granted that he has paved the way to a new understanding of 
our society, h.ven if his only contribution were to show the 
anomalous character of capitalistic society, he would require 
attention. It is [)ossiI)le to make this demonstration without 
accounting completely fur all other societies. 

1 he single point that Polanyi needed to have established at 
this stage of his argument is not that Smith erred but that 
Marx erred; that the Marxist thesis is true only of capitalistic 
society; i.e., that only capitalism had a materialistic base; only 
capitalism had independent economic laws, laws which im- 
perialistically ruled not merely the economy but the whole of 
social life. It seems to the presen! writei that this could have 
been done satisfactorily on a negative basis without the ex¬ 
travagant effort to classify all known societies as to their eco¬ 
nomic arrangements. It further seems superfluous to belittle 
the role of the mercantile element in human history, or the 
desire for material gain. Not that these efforts do not have 
relevance, but. as has l)een said, they need greater elaboration 
than Polanyi had time to give, and, as has not been said till 
now, they are unnecessary to make the needful point. 

The problem of the caantribution made by Polanyi on this 
point is a problem of the methodology of the social sciences. 
Polanyi attempted proof on the level of complete explanation 
of social phenomena. Marx based his proof partly on the meta- 
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physics and partly on an attempt to read history in terms of 
a few simple stages which seemed to him to be an unfolding 
according to his formula. Perhaps there is sufficient refutation 
in Polanyi’s revelation from a survey of cultures that Marx 
oversimplified human history. The mere demonstration that 
the proliferation of human societies does not seem to abide by 
the simple laws of orthogenesis, and, indeed, does not seem 
to evolve at all in any sense comparable to biological evolu¬ 
tion, refutes the Marxian thesis of a dialectic, material or 
otherwise. In short, it is not necessary to perform a positive 
labor of construction to be successful in a negative labor of 
destruction. The burden of the proof lay with Marx. Or if 
posed in liberal terms, the burden lay with Smith and the 
classicists to establish that the materialistic ” society they ad¬ 
vocated was natural, and Polanyi need only to have shown 
examples of “ natural ” societies wdiich were not “ material¬ 
istic Polanyi is successful simply in calling to mind our 
knowledge of the complexity of man as a being, the unity of 
society, and the fact of the teeming variation of societies, which 
have a host of ideal ” forces at work in conjunction with 
‘‘ material ” forces. We do not need to know, for example, 
that there is such a thing as a “ Recij)rocity Economy ” to 
know that social prestige is more important to the Trobriand 
Islanders than material gain—though actually social prestige 
may depend on gain and superiority of possessions if not on 
profits.^® A prima facie case built on the enunciation of a few 
facts would seem to suffice, however intellectually comforting 
a complete scientific analysis might be, if feasible. 

Polanyi established that capitalism is an anomaly. The bare 
argument is simply as follows: man by nature is a social ani¬ 
mal; society is organized to fill the total needs of man; all 
societies except capitalistic society encouraged the whole man 
to act in all social activities; the organization of capitalism de- 


39 This is considered further in Chapter IV, Section 6, in a further 
discussion of primitive economies. 
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mands a split in man so that he is encouraged to set aside all 
natural motives except hunger and gain in the pursuit of 
material goods; since material goods are indispensable in any 
society, man was forced for the sake of survival to accept this 
dichotomy. 

Polanyi’s social anthropology and ancient history attempt 
too much. It is not true, nor necessary for Polanyi’s purpose, 
that barter and gain have been inconspicuous in human his¬ 
tory. Rather it is sufficient for him to show that the role of 
these elements in all societies has been quite distinct from their 
role in capitalism. Polanyi need show not that barter, gain, 
wealth, and individual welfare were not sought ubiquitously 
in human experience, but that never before was there invented 
the device of making of society a machine for getting wealth 
by organizing the economic system around barter and gain. 
Perhaps it is merely a matter of exaggerated stress which 
gives the overall impression that Polanyi is denying the obvi¬ 
ous, but even so this impression should be corrected. The issue 
might be stated somewhat like this: is it true that barter (and 
the market) and the gain motive are unimportant in human 
affairs prior to capitalism, or is the significant fact rather that 
only in capitalism is barter so fully sanctioned and the organi¬ 
zation of the labor system and the economic system in general 
made to depend upon the institutionalization of the gain 
motive in the market pattern? 

That wealth has been significant in competition for prestige 
and influence throughout civilized history seems obvious (the 
one exception being Voltaire’s El Dorado.) That trade and 
commerce have been great civilizing forces seems equally obvi¬ 
ous. These two facts in no way contradict Polanyi’s thesis that 
the market was always historically controlled and externalized 
and the search for wealth was never an organizing principle 
for the economic system. The problem raised here is whether 
the proportional (quantitative) role of a cultural trait in the 
entire culture is a suitable index of the importance of that trait 
according to such criteria as individual evaluation, the value 
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system of the society, social utility, or some abstract concept 
of progress. It may well be that a social system may frown 
upon the performance of vital functions so that a minor 
trait might be of great value. The commercial role of Jewish 
and Byzantine (“Syrian’') merchants in the middle ages is 
an example of this, inasmuch as the mores and canon laws of 
the time militated against Christians performing vital com¬ 
mercial functions (which were nevertheless practiced by native 
Christians, Italian Christians (“Lombards”) and even the 
Church itself through the agency of the monasteries.) The 
great role of commercial trade in the intellectual and cultural 
intercourse between peoples, in the integration of cultural 
areas, in the stimulus to the progress of civilization is at least 
as tenable an hypothesis as Polanyi’s minimization of the role 
of commerce. 

A further problem is raised by Polanyi’s conception of “ ex¬ 
change ”, “ market ”, and ” trade ”. He construes exchange in 
the narrow sense of the interchange of goods by face-to-face 
barter. Market seems to be identical with exchange, or perhai)s 
the institutionalization of exchange. Trade seems to be differ¬ 
ent, inasmuch as there is trade which has neither markets nor 
barter—thus trade becomes a broader sort of interchange than 
exchange, and indeed may not involve interchange of owner¬ 
ship at all but merely change, as in the case of raids, war, and 
piracy. These usages have both special merits and serious de¬ 
fects. In the case of his special use of “ trade ”, the great merit 
is to widen the horizon of economic termiindogy by showing 
that it is not inherently a market phenomenon. The difiiciilty 
with the empirical and institutional cc)nception of exchange 
and market is that it undermines Smith’s analytical contribu¬ 
tions needlessly. When Smith speaks of the “ extent of the 
market ” as a limit to the degree of division of labor, and links 
division of labor to the total productivity of labor and the 
wealth of a nation, the analysis disintegrates if the market does 
not exist. But if we interpret exchange as all interchange of 
goods, and the “ extent of the market ” as the total of all the 
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interchangers, then Smith's analysis remains cogent. For it is 
obvious that Polanyi's reciprocity, redistribution, and house¬ 
holding economies are all interchange economies, merely dif¬ 
fering (in a not-altogether mutually exclusive fashion) 
according to the manner of interchange (reciprocity and re¬ 
distribution) or the type or size of social unit within which 
interchange takes place (redistribution and householding). It 
remains valuable, of course, to show the significance of the 
real distinction between barter-type of exchange and general 
economic interchange, but it should not be ignored that despite 
Smith’s fictitious anthropology, his analysis is independent of 
the distinction and applies to all economies. For analytical pur¬ 
poses, it is not so important in the last analysis that barter is 
not a ubi(|uitous human proclivity as that all economies are 
based upon the interchange of goods, and that the more inter¬ 
change the more goods. 

The basic reason for Polanyi’s minimization of the role of 
barter, market, and gain throughout known human societies 
in his underlying doctrine of discontinuity. This puts Polanyi, 
as is already (juite clear, in the school of the discontinuity in¬ 
stitutionalists as op[)osed to the continuity evolutionists. The 
latter school denies the rigidities implied by the concept of 
institution and insists upon the smooth, continuous growth of 
society in a manner analogous to biological evolution—i.e., 
complex fortns and new stages develop slowly over a j>eriod 
of time from simple prototypes. Polanyi insists that history 
and society can be treated only in terms of institutions, and 
that those institutions as such need lu) history at all. The mar¬ 
ket-economy is therefore a completely witiiout ances¬ 

tors. The idea of tracing the slow growth of the market is 
therefore irrelevant, and as a matter of fact the market his¬ 
torically was never significant and never tended to “ expand 
What he means by expansion is a trifle ambiguous. He admits 
expansion in the sense of multiplication of the number of in¬ 
stances. Rut he denies expansion in the sense of contest for 
dominance of the economic organization, as judged by the dis- 
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integration of previous existent forms of economic organiza¬ 
tion. That this distinction is somewhat unreal seems clear in 
the case of mercantilism, to be discussed in the next chapter, 
where the very numerical expansion of markets, though not 
disintegrating rural households, automatically transformed the 
character of society from agrarian to commercial. 

Nevertheless, a synthesis between the continuity and dis¬ 
continuity approaches seems possible. Human society is not 
a biological organism, and its “ progress ” is not biological 
growth, but at the same time a sort of “ evolution ” docs take 
place in society. Society has a capacity for regrouping con¬ 
stellations of structural clusters which would be impossible in 
the biological world. Such regroupings might take place in a 
relatively short time—and thus can be “ discontinuous But 
such discontinuity does not imply that there could not have 
been such clusters or constellations previously in history, or 
even that there might not have been a parent-offspring rela¬ 
tionship between two periods. Certainly there must have been 
a continuity of the matter ” or elements out of which the 
new formation was created. Logically, the fact that an emer¬ 
gent has a parental prototype does not mean that the emergent 
was predetermined by the mere existence of the prototype, al¬ 
though, to be sure, it signifies a causal relationship. This causal 
relationship does not necessarily suffice. In short, parentation 
does not imply either inevitability or sole causality. The con¬ 
tinuity may lie in an emergent having a parent (though it may 
not), but the determining evocation could still come from 
purely external sources. Thus Polanyi’s insistence upon the 
fact that nineteenth century market-economy is a unique species 
is consistent with the view that mercantilism contained, itself 
uniquely, features which were indispensable for the emergence 
of market-economy; but mercantilistic parentage does not 
signify the inevitable emergence of market-economy. The ex¬ 
cessive effort to minimize the role of market and market phe¬ 
nomena throughout human society is unnecessary to support 
the fact of the unique anomalousness of market-economy. 
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Polanyi sets out to show that capitalism, the civilization of 
the nineteenth century, a market economy, was a mistake. It 
was a mistake because it was unworkable, because it was con¬ 
trary to the true nature of society as exemplified by all known 
human experience, and because it harmed the individuals who 
made up capitalistic society. Although relying slightly on 
argument and appeal to the social insight of Aristotle, he 
places his chief reliance, up to this point in the development, 
upon social anthropology. He attempts to utilize the researches 
of anthropologists to show that the institution of the market 
and the psychological incentives upon which it rested, fear of 
hunger and hope of gain, have never been significant in non- 
capitalistic societies. He proceeds to achieve this objective by 
classifying markets and showing them to be historically ex¬ 
terior to the basic economic arrangements, and then classify¬ 
ing all economies into three categories plus capitalism. The net 
result is to show that capitalism is a type of economy that 
rests on the market institution and the barter behavior pattern, 
which is an arrangement that transforms all society into a 
system operated by economic laws. 

The criticism made of this presentation is that the bare 
thesis is sufficiently established but that the undergirding is 
neither substantial nor strictly necessary. On the other hand, 
the vision of what a strong structure would be like, upon 
which all the social sciences could be built, is a challenging one. 

It was sufficient for Polanyi’s purpose for him to show that 
society is, historically and of functional necessity, a unity, and 
that capitalism implied an untenable split in society and in in¬ 
dividual men. It would be a worthy undertaking to construct 
a complete social science which would reveal as a corollary 
that capitalism is a monster among human societies, but Pal- 
anyi’s efforts never amount to a full construction. 



CHAPTER III 

THE RISE OF MARKET SOCIETY^ 

I. 

The central problem of The Great Transjormation is, of 
course, the transformation. That transformation is the current 
transition to a new society. But inasmuch as Polanyi believes 
that the key to the transformation lies in a historical dynamic, 
it may be said that the central problem is the origin of that 
dynamic. Polanyi traces that origin to a specific date in Eng¬ 
lish history, May 6, 1795, at which time the Speenhamland 
Poor Law was decided upon, though the full crystallization of 
the system'dates only from the Poor Law Reform Act of 
1834. These two events are landmarks in the establishment 
of the market economy, which, as we have seem Polanyi holds 
to be an anomaly in human experience. So from still another 
point of view the central problem is the nature of the market 
society. Yet from the most fundamental point of view, Polanyi 
regards his essential problem to be the response made by man 
to an utterly new element in his life—the specialized, elaborate, 
expensive tool or modern machine. So a complex of themes 
runs through his book. After examining all human societies 
and finding nothing which could even presage capitalism, Pol¬ 
anyi must account for its rise, fall, and transformation into fas¬ 
cism. The new element at the bottom of the series of social 
changes is the machine. Man responded to the machine with 
the establishment of an automatic or self-regulating system of 
interlocking markets which transformed society into something 
different from anything that it had ever been—a difference 
which was subversive of essential human values. Society’s 
action to protect these values produced a separate movement 

1 This chapter is based chiefly on The Great Transformation, Chapters 
3, 6, 7 and 8; sections i through 3 being a recapitulation of Polanyi’s ideas, 
and sections 4 through 8 being the present author’s critique. 
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operating simultaneously with the above mentioned movement 
to destroy them, and this dialectic eventually culminated in the 
collapse of the system—leading to the emergence of a new 
transformation as still another attempt to cope with the 
machine. 

The problem of problems, then, is industrialism. The advent 
of industrialism forced a social change, and man chose the 
wrong adaptation. This false adaptation, the market economy 
or industrial capitalism, was costly in terms of human values 
and was doomed to eventual failure. It failed in about a cen¬ 
tury’s time. Fascism was a new attempt to adapt to indus¬ 
trialism. It, too, was a false solution, since it subverted human 
values in its own way. With the military defeat of the fascist 
countries, the democratic countries are faced once again with 
the old problem of how to adapt social institutions to the needs 
of an industrial economy. 

A series of quotations from Polanyi’s two works substan¬ 
tiates this interpretation, although the formulation is not as 
closely knit as here stated. For example, the following: 

At the heart of the Industrial Revolution of the eighteenth 
century there was an almost miraculous improvement in the 
tools of production, which was accompanied by a catastrophic 
dislocation of the lives of the common people.- 

The Industrial Revolution thiCatened the life and w’ell-being 
of the country. . . . W'riters [agreed in referring] to social con¬ 
ditions under the Industrial Rcz^olution as a veritable abyss of 
human degradation. . . . We submit that... an entirely new 
institutional mechanism w^as starting to act on Western so¬ 
ciety ; that its dangers, w’hich cut to the quick when they first 
appeared, were never really overcome; and that the history of 
nineteenth century civilization consisted largely in attempts 
to protect society against the ravages of such a mechanism.^ 

2 Thc Great Transformation, p. 33. Italics here and throughout this chapter 
supplied by present writer. 

3 Ibid., pp. 39, 40. 



48 HAS MARKET CAPITALISM COLLAPSED? 

But how shall this Revolution itself be defined ?... We sub¬ 
mit .. . [that there was] one basic change, the establishment 
of market economy, and that the nature of this institution 
cannot be fully grasped unless the impact of the machine on a 
commercial society is realized.^ 

.. . The gearing of markets into a self-regulating system of 
tremendous power was not the result of any inherent tendency 
of markets towards excrescence, but rather the effect of highly 
artificial stimulants administered to the body social in order 
to meet a situation which was created by the no less artificial 
phenomenon of the machine.^ 

There was nothing in mercantilism ... to presage such a 
unique development [as the establishment of one big self¬ 
regulating market].® 

It was not the coming of the machine as such but the in¬ 
vention of elaborate and therefore specific machinery and 
plant which completely changed the relationship of the mer¬ 
chant to production.'^ 

Although the new productive organization was introduced 
by the merchant—a fact which determined the whole course 
of the transformation—the use of elaborate machinery and 
plant involved the development of the factory system and 
therewith a decisive shift in the relative importance of com¬ 
merce and industry in favor of the latter.® 

The first century of the Machine Age is drawing to a close 
amid fear and trepidation. Its fabulous material success was 
due to the willing, indeed the enthusiastic, subordination of 
man to the needs of the machine,^ 

Liberal capitalism was in effect man’s initial response to 
the challenge of the Industrial Revolution}^ 

4 . Ibid,, p. 40. 

5 Ibid,, p. 57. 

6/6irf., p. 67. 

7 Ibid., pp, 74, 75. 

SIbid., p. 75. 

9 Commentary, p. 109. 

10 Idem. 
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In order to allow scope to the use of elaborate, powerful 
machinery, we transformed human economy into a self-adjust¬ 
ing system of markets, and cast our thoughts and values in 
the mold of this unique innovation. Today, we begin to doubt 
the truth of some of these thoughts and the validity of some 
of these values. 

How to organize human life in a machine society is a ques¬ 
tion that confronts us anew.^^ 

Behind the fading fabric of competitive capitalism there 
looms the portent of an industrial civilization . . . ^^ 

No mere reversion to the ideals of a past century can show 
us the way. We must brave the future, though this may in¬ 
volve us in an attempt to shift the place of industry in society 
so that the extraneous fact of the machine can be absorbed. 
The search for industrial democracy is not merely the search 
for a solution to the problems of capitalism, as most people 
imagine. It is a search for an answer to industry itself. Here 
lies the concrete problem of our civilization."^^ 

Industrialism is a precariously grafted scion upon man's 
age-long existence,*^ 

The question of individual freedom ... in truth .. . forms 
part of a much wider and deeper need—the need for a new 
response to the total challenge of the ynachmc}^ 

Industrial ch'iltzation may yet undo man. But since the 
venture of a progressively artificial environment cannot, will 
not, and indeed, should not, be voluntarily discarded, the task 
of adapting life in such a surrounding to the requirements of 
human existence must be resolved if man is to continue on 
earth. 

11 Idem. 

12 Idem. 

13 Idem. 

14 Idem. 

15 Idem. 

16 Idem. 

\7 Ibid., pp. 109, no. Second italics Polanyi’s. 
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Meanwhile, the first phase of the Machine Age has run its 
course. It involved an organization of society that derived its 
name from its central institution, the market. This system is 
on the downgrade.^® 

Liberal economy, this primary reaction of man to the 
machine, was a violent break with the conditions that pre¬ 
ceded it. A chain-reaction was started — what before was 
merely isolated markets was transmuted into a self-regulating 
system of markets. And with the new economy, a new society 
sprang into being.^^ 

What appears to our generation as the problem of capital¬ 
ism is, in reality, the far greater problem of an industrial 
civilization. 

Polanyi holds that the appearance of industrial capitalism 
was abrupt and discontinuous. Mercantilism had its commercial 
aspects, but w^as, nevertheless, easily understood w'ithin the 
framework of the three historic types of economy. The machine 
precipitated a revolutionary change of unparalleled scope and 
great suddenness. Inasmuch as the problem of this chapter is 
to understand the origin of the market pattern, which we have 
seen to be synonymous with the rise of industrial capitalism 
(thus “market capitalism”), our immediate concern is the 
manner in which the advent of the machine brought about the 
social transformation into a market society. 

The sine qua non of capitalism, apparently, is the nascent 
commercial society which mercantilism represents. Yet mer¬ 
cantilism itself had no inherent drive toward becoming a mar¬ 
ket system. Polanyi never quite explains this somewhat para¬ 
doxical conception of mercantilism. Yet the main outlines of 
his argument seem to be clear. The merchant comes into great 
prominence in the mercantile period, and markets become 
widespread. The merchant even absorbs the productive func- 

IS Ibid., p. no. 

19 Idem. Second italics Polanyi’s. 

70 Ibid,, p. 117. 
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tion insofar as production is industrial. But although mercan¬ 
tilism, as its name indicates, is strongly commercial, it is 
equally characterized by regulation. The crown prevented the 
national or internal market from becoming a self-regulating 
market system, or market economy, and regulated competition 
to prevent monopoly. The society was still essentially a House- 
hulding-Autarchical one. There was no dynamic at work to 
alter the basic institutional patterns. In respect to production, 
the agricultural countryside was dominant over merchant- 
controlled industry. All this was changed by the machine, 
which made the merchant-capitalist industrial producer the 
central economic figure. The self-regulating market system, 
though not the inevitable response to the new situation, was 
a natural response; i.e., the human mind was led by the impli¬ 
cations of events to toy with the social model of an automatic 
economy, and although it could have rejected this snare chose 
instead to snatch at it. 

A few quotations from Polanyi make it clear that he regard¬ 
ed mercantilism as in some sense a commercial society, but 
not a market society: 

Tlie mercantilist was concerned with the development of the 
resources of the country, including full employment, through 
trade and commerce . . . 

. . . Trade and commerce spread ov^^^ the whole territory of 
the nation and became the dominating form of economic 
activity.^’* 

The self-sufficing household of the peasant laboring for his 
subsistence remained the broad basis of the economic system, 
which was being integrated into large national unit., through 
the formation of the internal market?^ 

# Agriculture was now being supplemented by internal com¬ 
merce — a system of relatively isolated markets, which was 

21 The Great Transfnrmation, p. 71 . 

22 Ibid., p. 66 . 

2SIdem. 
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entirely compatible with the principle of householding still 
dominant in the countryside.^^ 

This [England at the end of the seventeenth century] was 
no more a semifeudal society but a semicommercial one .. . 

From the sixteenth century onwards markets were both 
numerous and important. Under the mercantile system they 
became, in effect, a main concern of government; yet there 
was still no sign of the coming control of markets over human 
society. On the contrary. Regulation and regimentation were 
stricter than ever; the very idea of a self-regulating market 
was absent.^® 

Where markets were most highly developed, as under the 
mercantile system, they throve under the control of a central¬ 
ized administration which fostered autarchy both in the house¬ 
holds of the peasantry and in respect to national life. Regula¬ 
tion and markets, in effect, grew up together. The self-regulat¬ 
ing market was unknown; indeed the emergence of the idea 
of self-regulation was a complete reversal of the trend of 
development.^*^ 

Mercantile Europe, and particularly mercantile England, 
was an agricultural-commercial society, with industrial pro¬ 
duction an accessory of commerce. As l)etwe<m agriculture an<i 
industry, England was an agricultural country. The introduc¬ 
tion of the machine made the commercial man master of indus¬ 
try, and made industry dominant over agriculture. 

During the late Middle Ages industrial production for ex¬ 
port was organized by wealthy burgesses, and carried on under 
their direct supervision in the home town. I^ater, in the mer¬ 
cantile society, production was organized by merchants and 
was not restricted any more to the towns; this was the age of 
‘putting out’ when dj^nestic industry was provided with raw 
materials by the merchant capitalist, who controlled the pi^- 

TAlbid., p. 67. 

25 Ibid., p. 104. 

2^ Ibid., p. 55. 

27 Ibid., p. 68. 
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cess of production as a purely commercial enterprise. It was 
then that industrial production was definitely and on a large 
scale put under the organizing leadership of the merchant.^® 
For centuries this system grew in power and scope until in 
a country like England the wool industry, the national staple, 
covered large sectors of the country where production was or¬ 
ganized by the clothier. 

He who bought and sold, incidentally, provided for pro¬ 
duction . . . 

Up to the end of the eighteenth century, industrial produc¬ 
tion in Western Europe was a mere accessory to commerce}^ 
As long as the machine was an inexpensive and unspecific 
tool there was no change in this position.®^ 

Whether the cheap machinery was owned by the worker or 
by the merchant. . . did not force the merchant to become an 
industrial capitalist, or to restrict himself to lending his money 
to such persons as were.®^ 

It was not the coming of the machine as such but the inven¬ 
tion of elaborate and therefore specific machinery and plant 
which completely changed the relationship of the merchant to 
production}^ 

We do not intend to assert that the machine caused that 
wdhch hai)pened, but we insist that once elaborate machines 
and j)lant were used for production in a commercial society, 
the idea of a self-regulating market w'as bound to take shape.®^ 
The use of specialised machines in an agrarian and com¬ 
mercial society must produce typical efifects. Such a society 
consists of agriculturists and of merchants who buy and sell 
the produce of the land. Productioji with the help of special- 

2 Rlb%d., pp. 73 . 74 - 

29 Ibid., p. 74 . 

30 Idem. 

31 Idem. 

32 Idem. 

33 Idem. 

34 Ibid., pp. 74, 75. 

35 Ibid., p. 40. 
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iscdy elaborate, expensive tools and plants can be fitted into 
such a society only by making it incidental to buying and 
selling}^ 

Industrial production ceased to be an accessory of commerce 
organized by the merchant as a buying and selling proposition ; 
it now involved long-term investment with corresponding 
risks. Unless the continuance of production was reasonably 
assured, such a risk was not bearable.*’*’^ 

Since elaborate machines are expensive, they do not pay 
unless large amounts of goods are produced. ... For the mer¬ 
chant this means that all factors involved must be on sale. . .. 
Unless this condition is fulfilled, production with the help of 
specialized machines is too risky to he undertaken both from 
the point of view of the merchant who stakes his money 
and of the community as a whole which comes to depend 
upon continuous production for incomes, employment, and 
provisions, 

. .. The supply of. .. [the elements of industry] had to he 
safeguarded. Three of these, of course, were of outstanding 
importance: labor, land, and money. ... The elements oj in¬ 
dustry had to be on sale. This was synonymous with the de¬ 
mand for a market system.''''^ 

And the definition of “ self-regulating market system ” and 
“ market economy ” : 

Now, in an agricultural society such conditions would not 
naturally he given; they would have to he created. . . . All 
transactions are turned into money transactions. . . . All in¬ 
comes must derive from the sale of sometliing or other, and 
whatever the actual source of a person’s income, it must he 
regarded as resulting from sale. No less isirnjdied in the simple 
term ‘ market system \ by which we designate the institu¬ 
tional pattern described. But the most startling peculiarity of 

38 Idem. 

37 Ibid., p. 75. 

38 Ibid., p. 41. 

39 Ibid., p. 75. 
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the system lies in the fact that, once it is established, it must 
be allowed to function without outside interference,Prices 
must be allowed to regulate themselves. Such a self-regulating 
system of markets is what we mean by a market economy}^ 


2 . 

The advent of the machine meant the advent of an industrial 
society. Since industry was already in the hands of the mer¬ 
chant in the “ putting out ” system, and since the merchant 
alone had the capital to buy the expensive machines, the mer¬ 
chant became the factory owner. Production rather than 
commerce became his chief interest. The merchant had always 
characteristically bought and sold, but now he bought and sold 
something that had never before been for sale—land and labor, 
lie had to buy the {)roductivc elements in society. Thus not 
merely goods but also factors of production, especially man 
and nature, were bought and sold, and found their price on the 
market. 'I'his universality of the market principle meant a 
plurality of markets integrated into a single market mechan¬ 
ism, a market economy. But though the merchant sought to 
establish such a system for the reasons indicated, the force of 
tradition was strong enough to thw'art him until 1834. Land 
and labor were so firmly protected under mercantilism that 
the principle of protectionism was engrained in the minds of 
the ruling class. It was not till aiter the proved failure of pro¬ 
tection in a nascent market economy and after the political 
victory of the new capitalist class that the system was firmly 
established by Parliamentary acts in 1834. 

I.et us look first at the mercantilist system in respect to land 
and labor and then examine the stages of transition to the mar¬ 
ket system. Mercantilist society was a protectionist society like 
all others in history prior to market society, but the emphasis 
was u[)on prelection through formal political control, and on 
a national scale. Commerce was controlled as has been indi- 


40 Ibid., pp. 41, 42. 
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cated, but likewise land and labor were specially protected. In¬ 
deed, land and labor were protected from commercialization. 

It is this protection which Polanyi holds to be fundamental, 

and which is removed under the market system. 

Mercantilism, with all its tendency toward commercializa¬ 
tion, never attacked the safeguards which protected these two 
basic elements of production—labor and land—from becoming 
the objects of commerce.'*^ 

. . . Mercantilists and feudalists, . . . crowned planners and 
vested interests, . . . centralizing bureaucrats and conservative 
particularists . . . were all equally averse to the idea of com¬ 
mercializing labor and land—the pre-condition of market 
economy. 

Under feudalism and the gild system land and labor formed 
part of the social organization itself (money had yet hardly 
developed into a major element of industry). Land, the pivotal 
element in the feudal order, was the basis of the military, 
judicial, administrative, and political system; its status and 
function were determined by legal and customary rules. . . . 
The same was true of the organization of labor. Under the 
gild system, as under every other economic system in previous 
history, the motives and circumstances of j^roductive activities 
were embedded in the general organization of society. . . . 
What the mercantile system did was merely to unify these 
conditions 

♦ ♦ ♦ ♦ 

An excellent example of the mercantilist attitude toward 
land is the case of the enclosure movement and the anti-enclos¬ 
ure legislation. “. . .The anti-enclosure policy of the Tudors 
and early Stuarts was one consistent protest against the prin¬ 
ciple of the gainful use of landed property.” Many striking 
parallels occur here with the later industrialism. Polanyi sums 
up the identical problem in the two eras in the expression 

41 Ibid., p. 70. 

42 Idem. 

43 Ibid., pp. 69, 70. 

44 Ibid., p. 70. 
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Habitation versus Improvement borrowed from ''an offi¬ 
cial document of 1607, prepared for the use of the Lords of 
the Realm which says: '* ‘ The poor man shall be satisfied 
in his end: Habitation; and the gentleman not hindered in his 
desire: Improvement.’ ” “ Improvement ” means economic 

progress, which in turn means greater efficiency and produc¬ 
tivity, greater national wealth, and greater profits for the 
“ gentlemen.” But it does not necessarily mean any advantage 
for the generality. On the contrary, in both the case of the 
enclosure movement and the case of the Industrial Revolution, 
the living conditions of the poor were undermined in the most 
devastating way. The social cost of progress was almost social 
ruin. Only state intervention prevented utter catastrophe. 

Polanyi states the harmful effects of enclosing as follows: 

The lords and nobles were upsetting the social order, break¬ 
ing down ancient law and custom^ sometimes by means of 
violence, often by pressure and intimidation. . . . The fabric 
of society was l)eing disrupted; desolate villages and the ruins 
of human dwellings testified to the fierceness with which the 
revolution waged, endangering the defenses of the country, 
wasting its towns, decimating its population, turning its over¬ 
burdened soil into dust, harassing its |;)eopIe and turning them 
from decent husbandmen into a mob of beggars and thieves. 
Though this hap[>ened only in patches, the black spots threat¬ 
ened to melt into a uniform catastrophe.'*’^ The King and his 
Council, the Chancellors, and the Bishops were defending the 
w'elfare of the community and, indeed, the human and natural 
substance of society against this scourge. With hardly any 
interniittence, for a century and a half—from the 1490’s, at 
the latest, to the 1640’s-they struggled against depopulation.'** 


45 p. 34 

46 Idem. 

47 R. H. Tawney. The Agrarian Problem in the l6th Century, cited at 
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The sheep which “ turned sand into gold could well have 
turned the gold into sand as happened ultimately to the wealth 
of seventeenth century Spain whose eroded soil never recov¬ 
ered from the overexpansion of sheep farming.*® 

Polanyi recognizes that simultaneous with the harmful ef¬ 
fects are good results—“ improvement ” or economic progress: 

Enclosures were an obvious improvement ij no conversion 
to pasture took place... the food supply markedly increased. 
The yield of the land manifestly increased, especially where 
the land was let/"^® 

But even conversion of arable land to shcej) runs was not 
altogether detrimental to the neighborhood in spite of the 
destruction of habitations and the restriction of employment it 
involved [because of] cottage industry [which] ...gave em¬ 
ployment to the small tenants and landless cottagers forced 
out of tillage, and the new centers of the woolen industry 
secured an income to a number of craftsmen.'’'’^ 

In retrospect nothing could be clearer than the Western 
European trend of economic progress which aimed at elimin¬ 
ating an artificially maintained uniformity of agricultural 
technique, intermixed strips, and the primitive institution of 
the common. As to England, it is certain that the develop¬ 
ment of the woolen industry was an asset to the country, lead¬ 
ing, as it did, to the establishment of the cotton industry— 
that vehicle of the Industrial Revijlution. Eurthermore, it is 
clear that the increase of domestic weaving depended u{)on 
the increase of a home supply of wool. These facts suffice to 
identify the change from arable land to pasture and the ac¬ 
companying enclosure movement as the trend of economic 
progress. 

The state could not, and should not, reverse the course of 
progress, but it has the obligation to protect society and the 

49 Ibid., p. 34. 

50 Idem. 

51 Idem. 

52 Ibid., p. 37 . 
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classes which suffered from economic change—specifically in 
this case to protect “ habitation ” from enclosure. This double 
obligation seems to pose a contradiction. The answer, accord¬ 
ing to Polanyi, is that the state must not forestall, but must 
decelerate, economic change. 

. . . Why should the purpose of these measures fanti-en¬ 
closure legislation] not be seen precisely in that which they 
achieved, i. r., in the slozmng dcmm of the rate of change?®^ 
The rate of change is often of no less importance than the 
direction of the change itself; but while the latter frequently 
does not depend upon our volition, it is the rate at which we 
allow change to take place wliich well may depend upon us.’’^'* 

A belief in spontaneous progress must make us blind to the 
role (')f government in eccmomic life. This role consists often 
in altering the rate of change, sj>eeding it up or slowing it 
down as the case may be: if we believe that rate to be un¬ 
alterable—-(jr even w'orse, if we deem it a sacrilege to inter¬ 
fere with it—then, of course, no room is left for intervention.^^ 

. . . I»ut for the consistently maintained policy of the Tudor 
and early Stuart statesmen, the rate of that progress might 
have l)een ruinous, and have turned the process itself into a 
degenerative instead of a ('{‘nstructive event. 

The answer dej)ended . . . on the relath'c rates of change 
and adjustment.''"' 

If the immediate elTect of a c^.ange i • deleterious, then until 
proof tf) the contrary, the final effect is delete nous. 

Kngland withstood witlujut grave damage the calamity of 
the enclosures only because the Tudors and the early Stuarts 
used the power of the Crown to sloze dozen tlie jirocess of eco¬ 
nomic improvement until it became socially bearalle—em- 

53 Ihut, p. 36 . 

54 !!nd.. pp. 36 , 37 . 

55 I hid., p. 37 . 
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ploying the power of the central government to relieve the 
victims of the transformation, and attempting to canalize the 
process of change so as to make its course less devastating.®® 

♦ ♦♦♦♦♦♦ 

The mercantilist legislation which protected labor was em¬ 
bodied chiefly in the Statute of Artificers (1563) and the Poor 
Law’s (1536 to 1601). This w^as supplemented in the Restor¬ 
ation period by the Act of Settlement (1662). The first tw'o 
might be considered a Code of Labor. The Statute of Artificers 
dealt w'ith the employed and provided a basis for systematizing 
the element labor and integrating it into the mercantilist econ¬ 
omy. It provided for: (i) enforcement of labor, (2) seven 
years’ apprenticeship, and (3) yearly w'age assessments by 
public officials. 

...For the tw^o and a half centuries in question [1563- 
1813], the Statute of Artificers laid down the outlines of a 
national organization of labor based on the princi[)le^ of regu¬ 
lation and paternalism.*^^ 

The Poor Law, the other half of the Labor Code, was con¬ 
cerned with the unemployed and unemployables, to use a mod¬ 
ern distinction. The “ poor ” w’as a term to designate the 
common people, w’hich meant all but the landed classes, when 
they w'ere in need. In the Poor Law of 1601 the able-bodied 
poor were put to w’ork, and the others w’ere supported by “ the 
rates ”, or taxes levied on all payers of rent. The ])arish was 
the unit of administration, which meant nearly sixt(‘en thou¬ 
sand Poor Law authorities in all. The system w’as inefficient 
because it was on a local basis, and because it did not distin¬ 
guish between categories of non-workers. However, reform of 
the Poor Law’ did take place. During one period, 1590 to 
1640, under Puricigh and Laud, the Poor Law' w'as admin¬ 
istered on a national basis, and “ an ambitious scheme of 
erecting poorhouses, together with the enforcement of labor, 

69 Ibid., p. 3 ^. 
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was initiated'' which helped to make the necessary differ¬ 
entiation. The Commonwealth began, and the Restoration com¬ 
pleted, the destruction of this effort. Efforts at differentiation 
were renewed in 1722 when workhouses began to be estab¬ 
lished on a regional basis (unions of parishes) for the able- 
bodied, as distinct from local poorhouses. Furthermore, since 
the workhouse provided a test of need, occasional outdoor re¬ 
lief was given. Gilbert’s Act in 1782 made further progress. 
Parish unions were encouraged, wEile parishes were en¬ 
couraged to find work for their able-bodied. Outdoor relief 
and even aid-in-wages was granted as a supplementary policy. 
The merit of Gilbert’s Act w'as that it progressed tow’ard 
national and differentiated administration, and kept outdoor 
relief as a mere subsidiary to jKxsitive social legislation. 

The third law', the Act of Settlement and Removal, was a 
Restoration effort to protect the “ better ” parishes in the oper¬ 
ation of the }\)or Law. Since labor regarded as an element of 
production was really organized into a national system, and 
yet the Poor Law' oi>erated on a parish basis, certain incon¬ 
sistencies arose. Senne parishes provided better for their poor, 
so naturally attracted an influx of professional paupers. The 
Act of Settlement was desigr»ed to keep the laborer in his 
native parish so that each parish would have no more nor less 
than its own poor to deal with. The prohibition of movement 
was iu)t absolute, but the rights of an employed laborer in any 
but his own parish were very tenuous. So the net effect w'as 
to restrict greatly the mobility of labor. 

The three law’S together simultaneously protected the 
laborer and restricted his freedom: 

The le^al status of the people was therefore that of freedom 
and e<]uality subject to incisive limitations. They were equal 
before the law. and free as to their persons. But they were not 
free to choose their occupations or those of their children; 
they were not free to settle where they pleased; and they were 


61 Ibid., p. 95. 
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forced to labor. The two great Elizabethan Statutes and the 
Act of Settlement together were a charter of liberty to the 
common people as well as a seal of their disabilities.^' 

3 - 

Polanyi gives greatest attention to the labor market among 
all the markets that had to be created to establish a market 
economy. Of the three fictitious commodities—money, land, 
and labor—, labor was the last to be organized into a market. 
The concept of fictitious commodities is very important to 
Polanyi’s general thesis. A commodity is produced for sale, 
and none of these three are produced for sale. Vet a market 
economy must function as if they zeere produced for sale: 

Nevertheless, it is with the help of this fiction that the 
actual markets for labor, land, and money are organized ; they 
are being actually bought and sold on the market; their de¬ 
mand and supply are real magnitudes; and any measures or 
policies that would inhibit the formation of such markets 
would ipso facto endanger the self-regulation of the system.^''"' 
As the development of the factory system had been organ¬ 
ized as part of a process of buying and selling, therefore labor, 
land, and money had to be transformed into commodities in 
order to keep production going. . . . The fiction of their being 
. . . produced [for sale on the market] became the organizing 
princij)le of society. 

Of central interest then, is how these three elements came to 
be treated as commodities, and most important of all, it is 
of interest how labor became so treated since “ disposing of 
a man’s labor power would, incidentally, dispose of the physi¬ 
cal, psychological, and moral entity ‘ man ’ attached to that 
tag.'^ 

62 Ibid,, p. 88. 

63 Ibid., pp. 72, 73. 

6ilbid., p. 75- 

65 Ibid., p. 73. 



THE RISE OF MARKET SOCIETY 


63 

. . . Labor is the technical term used for human beings, in 
so far as they are not employers but employed; it follows that 
henceforth the organization of labor would change concur¬ 
rently with the organization of the market system. But as the 
organization of labor is only another word for the forms of 
life of the common people, this means that the development of 
the market system would be accompanied by a change in the 
organization of society itself. All along the line, human society 
had become an accessory of the economic system.®® 

The market pattern applied to labor is the definite indication 
that a new type of society had been created. 

Eighteenth century society unconsciously resisted any at¬ 
tempt at making it a mere appendage of the market. No mar¬ 
ket economy was conceivable that did not include a market 
for labor; i)ut to esta])lish such a market, esfxrcially in Eng¬ 
land’s rural civilization, imjdied no less than the wholesale 
destruction of the traditional fabric of society.®” 

As a result of this key significance of labor and the strong 
forces of social protection afTecting it, it was the last as well 
as the most important element to be organized into the mar¬ 
ket economy, 

“ In England both land and money were mobilized before 
labor was.” 

The creation of a land market took place over a period of 
centuries. The enclosure movement, already discussed, was an 
agricultural form of capitalism, which commercialized the soil 
by li(}uidating feudalism. Polanyi cites C'. Hrinkmann, ” Das 
soziale System des Kapitalismus ”, (jrundnss der Social- 
okonomik, as follow's: 

“ The aim wa.s the elimination of all claims on the part of 
neighborhood or kinship organizations, especially those of 

e 6 Ibid., p. 75. 
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virile aristocratic stock, as well as of the Church — claims, 
which exempted land from commerce or mortgage/' 

The process of increasing the freedom to dispose of land 
continued for centuries not only by enclosures but by secular¬ 
ization of Church lands and the relaxation of feudal restric¬ 
tions such as entail. The French Revolution and the Code 
Napoleon commercialized land in France and on the continent 
in general. 

The second stage in respect to land was the impact of indus¬ 
trial capitalism upon land, dating “ since the beginning of the 
eighteenth century/’ Industry “ was primarily rural and 
needed sites for its mills and laborers’ settlements,” Further¬ 
more, there was a ” forcing up of the production of food and 
organic raw materials to serve the needs of a rapidly growing 
industrial population on a national scale.” All this meant 
‘‘ the subordination of land to the needs of a swiftly expanding 
urban population.” Although the soil could not be mobilized, 
its products could. ”. . .The grow'th of towns induced land¬ 
lords to produce primarily for sale on the market. . .” This 
market was at first regional. But, ” Eventually agglomeration 
of the population in the industrial towns of the second half of 
the eighteenth century changed the situation completely—first 
on a national, then on a world scale.” 

The third stage occurs as late as the full mobilization of 
labor, with the Benthamite reforms after 1830, wdien full free¬ 
dom of contract is extended to land. 
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As to money as a fictitious commodity, it became firmly 
established with the introduction of the gold standard at about 
the time of the Napoleonic Wars. . .The gold standard [is] 
the accepted name for a system of international commodity 
money. . 

Labor, as has be^n said, was the most vital element of in¬ 
dustry and it was the one which was slowest to be subjected 
to the market pattern. The first concession to the Industrial 
Revolution in the labor area was the partial repealing of the 
Act of Settlement in 1795. The Act of Settlement, by im¬ 
mobilizing the common people, prevented workers from find¬ 
ing employment and employers from finding workers. The 
partial restoration c»f mobility meant the establishment of a 
national supply of laborers available at a wage. Thus a na¬ 
tional labor market was made possible. But in the same year 
a contrary step was taken, the Speenhamland Law, which 
thwarted the establishment of a genuine labor market in the 
countryside fe)r almost forty years by guaranteeing laborers 
an income regardless of whether they worked or not. Thus the 
most active period of the Industrial Revolution. 17(^5 to 1834, 
took place in the absence of a labor market in the technical 
sense (»f the term. 'Fhis contradiction in policies and trends 
was disastrous. “ Speenhamland precipitated a social catas¬ 
trophe ” : 

. . . 'I'he very image of man had been defiled by some terrible 
catastrophe. 

. . . d’he Industrial Revolution threatened the lite and well¬ 
being of the country."** 

Writers of all views and parties . . . invariably referred to 
social conditions under the Industrial Revolution as a veritable 
abyss of human degradation.**^ 

*1% Ibid., p. 193. 
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We submit that an avalanche of social dislocation, surpass¬ 
ing by far that of the enclosure period, came down upon 
England . .. 

. . . the human and social degradation of early capitalism.®^ 

... a near starvation of the masses.®^ 

The outcome was . . . then pauperization of the masses, who 
almost lost their human shape in the process. 

What “ Satanic mill ” ground men into masses?®"’ 

How, indeed, could an act of benevolent paternalism operate 
as a Satanic mill? The answer lies in the anachronistic char¬ 
acter of paternalism in an otherwise market society. That 
Speenhamland occurred in the same year as the mitigation of 
the Act of Settlement indicates its bad timing. As a wage sys¬ 
tem was about to be established, a system which inherently 
means that a worker must either make a labor contract or else 
be unemployed and left to disgrace or starvation, Speenham¬ 
land guaranteed a minimum standard of living even when the 
worker was unemployed and when his wage was low though 
employed. This “ right to live ” doctrine at the bottom of the 
Speenhamland policy was in direct opposition to the market 
principle. 

The Speenhamland law was an agreement among the jus¬ 
tices of the county of Berkshire, arrived at in a meeting in 
Speenhamland, May 6, 1795. . .Very soon it became the law 

of the land over most of the countryside, and later even in a 
number of manufacturing districts,” though the scale of 
wages was never enacted by Parliament. The ])cdiry was that 
of subsidies in aid of wages to maintain for each poor family 
a minimum standard of living irresf)ective of earnings, based 
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Upon the price of bread and the size of the family. As we saw 
in section 2. above, outdoor relief and aid-in-wages were 
practiced before Speenhamland, but only as Elizabethan en¬ 
forcement of labor was maintained and as progress was being 
made in differentiation of the unemployed and the unemploy¬ 
ables. Also, evolution was taking place toward more efficient 
units of administration. Speenhamland was retrogressive rel¬ 
ative to Gilbert’s Act and the whole development of Poor Law 
in two major respects: first, in tending to abolish the progress 
made in administration by rendering meaningless the dis¬ 
tinction between poorhouse and workhouse, and by using the 
inefficient parish rather than the union of parishes as the unit 
of administration; secondly, in tending to abrogate the en¬ 
forcement of labor as a matter of fact though not in principle 
by tending to make outdoor relief and aid-in-wages (together 
with family allowances) a general system rather than an 
adjunct to a prf)gressive social policy (and within the disap- 
jH'aring poorhouse the inmates became demoralized and the 
enforced occupation could scarcely he called work). 

Speenhamland is distinctive in the history of the Poor Law^ 
for another reason, wliich we have already touched upon; viz., 
that it accentuated paternalism just at a time when restrictions 
were being thrown off in general and also in labor specifically 
(as by tlie loosening of the Act of Settlement), and when a 
market pattern was beginning to emerge. 

Despite these two seemingly irrational and truly anti¬ 
social defects of the Speenhamland Law. the S(|uirearchy knew 
what they were about in promoting it. It was their response 
to the social problem which confronted them, the rise of pau- 
])erism. Although they were not aware of them, the causes of 
this pauperism lay in the transition to an industrial economy. 
Their response was self-protective hut from an over-all social 
point of view (juite mistaken. They just did not realize the 
significance of what was happening. 

The industrial nature of the problem of the pauper is stressed 
by Polanyi, as wxdl as contemporary ignorance of this fact: 
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The rise in rural pauperism was the first symptom of the 
impending upheaval. Yet nobody seemed to have thought so 
at the time. The connection between rural poverty and the im¬ 
pact of zcorld trade was anything but obvious. 

Actually, beneath the surface, the ominous growth of rural 
pauf)erism was directly linked with the trend of general eco¬ 
nomic history. But this connection was still hardly perceptible.®® 
The true answer almost certainly was that the aggravation 
of pauperism and the higher rates were due to an increase in 
what we would today call invisible unemployment. . . . The 
explanation lies primarily in the excessive fluctuation of trade 
. . . which tended to cover up the absolute increase in trade. 
While the latter accounted for the rise in employment, the 
fluctuations accounted for the much bigger rise in unemploy¬ 
ment. . . . While it was often remarked that the rise in un¬ 
employment was due to the great fluctuations in trade, it 
escaped notice that these fluctuations formed part of an under¬ 
lying process of even greater amplitude, namely, a general 
growth of couvnerce increasinglv based on marxiifactures. For 
the contemporaries, there seemed to be no connection between 
the mainly urban manufactories and the great increase of the 
poor in the countryside.^^ 

The increa.se in the aggregate of trade naturally swelled the 
volume of employment while territorial division of labor com¬ 
bined with sharp fluctuations of trade was rcs[V)nsible for the 
severe dislocatif>n of both village and town O(:cu[)ations, w'hich 
resulted in the rapid growuh of unemj)]oyment.'*^^ 

... A cumulative unsettling of the population wa^ proceed¬ 
ing as different groups were drawn for varying periods into 
the sphere of commercial and manufacturing employment, and 
then left to drift back to their original rural habitat.*^' 

Polanyi stresses the fact that the eighteenth century Revolu¬ 
tion in Agriculture preceded the Industrial Revolution and 
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that it undermined cottage industry. Traditionally domestic 
industry was supplemented by some farm income, so that the 
laborer was not dependent upon money earnings. . .Family 
earnings acted as a kind of unemployment insurance.’' This 
protection tended to disappear with the Agricultural Revolu¬ 
tion. The rationalization of agriculture inevitably uprooted 
the laborer and undermined his social security; ” 

The bulk of yeomanry had long vanished [by the time of 
Speenhamland] in the vicissitudes of the Agricultural Revolu¬ 
tion, and the remaining life-holders and occupying-proprietors 
tended to merge with the cottagers and scrap-holders into one 
social stratum in the eyes of the potentate of the countryside.*^^ 

In the new industrial towms, employment w’as impermanent; 
and yet the unemployed artisan was no longer able to find 
work in the agricultural village. So there was another source 
of unemj)loyment. 

The problem of the pauper which conc«Tned the Speenham¬ 
land justices (and which also concerned, as w'e shall see in the 
next chapter, such thinkers as Bentham. Ihirke, Malthus, and 
Ricardo) suddenly emerged around 1786. I^auperism first ap¬ 
peared in the sixteenth century—and in virulent form ; became 
relatively unimportant in the seventeenth century; increased 
fitfully in the eighteenth century and then emerged as a major 
social problem sometime hetw’een 1776 and 1786. The Indus¬ 
trial Revolution folUnving upon the Agricultural Revolution, 
and the forces of nascent market economy, were responsible 
for the sudden change; but the contemporary social leaders 
and social thinkers were not aware of this fact: 

It was in the first half of the sixteenth century that the 
poor first appeared in England.®*^ 
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During the course of the seventeenth century there was less 
mention of pauperism. ... By the end of the century discussion 
revived .. . 

... In 1696 .. . total rates approximated 400,000 pounds; 
in 1796, . . . they must have passed the 2 million mark . . . 

Up to 1785 the English public was unaware of any major 
change in economic life, except for a fitful increase of trade 
and the growth of pauperism. Where do the poor come from? 
was the question raised by a bevy of pamphlets which grew 
thicker with the advancing century.®^ 

... In the decade following the Seven Years’ War (1763) 
unemployment increased noticeably, as the rise in outdoor 
relief showed. It happened for the first time that a boom in 
trade was remarked to have been accompanied by signs of 
growing distress of the poor.®® 

.. . Up to the time Adam Smith published his Wealth of 
Nations pauperism was not increasing alarmingly. In the 
next two decades the picture suddenly changed. 

Polanyi seems to regard the Seven Years’ War as a turning 
point in British commercial supremacy; with this comes rai)id 
expansion of trade; the process of market-economy formation 
is concomitant with this expansion of commerce; a world com¬ 
mercial system based on industry sets up lluctuations if not 
a cycle which result in unemployment and lienee the creation 
of temporarily unemployed groups as well as the utterly desti¬ 
tute. At the time of Spcenhamland, the dislocation of the rural 
village and the size of the pauper burden constitute the prob¬ 
lem of the rural leaders, the landed gentry. Being ignorant of 
the true nature of the Industrial Revolution and market forces, 
they took what seemed to them a rational course: 

96 Idem. 
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. . . The generation of Speenhamland was unconscious of 
what was on its way. (Jn the eve of the greatest industrial 
revolution in history, no signs and portents were forthcoming. 
Capitalism arrived unannounced. No one had forecast the de¬ 
velopment of a machine industry; it came as a complete 
surprise. 

The key to the comprehension of the Speenhamland magis¬ 
trates* recommendation lay in their ignorance of the wider 
implications of the development they were facing. 

Actually, they [the magistrates] were successful in achiev¬ 
ing their aim of protecting the village against dislocation... 

From this angle the allowance system w'ill appear as a de¬ 
vice contrived by squirearchy to meet a situation in which phy¬ 
sical mobility could no longer he denied to labor, wdiile the 
s(|uire wished to avoid such unscttlement of local conditions, 
including higher wages, as was involved in the acceptance of 
a free national labor market. 

But why, of all courses of action, was that one chosen which 
appeared later as the most impracticable of all!" . . . Sejuire and 
parson ruled the village. . . . [They feared the burden of) two 
seemingly contradictory efTects c»f manufactures, namely, the 
increase in pauperism and the rise in \vage<. l>ut the two w’ere 
contradictorv' only if the existence of a c^jmpetitive labor 
market w’as assumed, which w'ould, of ccairse, have tended to 
diminish unemployment by reducing the wages of the em¬ 
ployed. Jn tlie absence of such a market . . . ])auperism and 
wages might rise simultaneously. . . . Urban unemployment 
w'as mainly l)orne by the home village. . . . High wages in the 
towns were a still greater burden on rural economy. ... It 
seems clear that agriculture could not compete wit^" towm 

wages.\ dam had to be erected to protect the village from 

the flood of rising wages. Methods had to be found lohich 
zvould protect the rural setting against social dislocation, re- 
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inforce traditional authority, pretwnt the draining off of rural 
labor, and raise agricultural zvages zvithout overburdening the 
farmer. Such a device zvas the Speenhantland Lazv. ... Its so¬ 
cial implications met squarely the situation, as it was judged 
by the ruling village interest—the squire’s.'^® 

As has been said, Speenhamland failed: its cost in the 
degradation it caused in human dignity was high; it also 
thwarted for almost forty years the establishment of the mar¬ 
ket society; finally, it started the dynamic which was to char¬ 
acterize market society, the opposition betw'cen self-protection 
and self-regulation.Our remaining problem concerning 
Speenhamland is the reason for and nature of its failure. 

The ‘‘ right to live ” principle upon which Speenhamland 
was based is in direct contradiction to the princi[>le of the mar¬ 
ket determination of a wage rate. An employed man was 
guaranteed that unless his wage was above the allowance scale, 
no matter how low his wage his income would be augurnented 
to that of the allow'ance scale. As long as he was sure of this 
income regardless of his wages, he had no incentive to be 
efficient on the job. On the employers’ side, there was no rea¬ 
son to offer wages above the scale, because the supj)ly of labor 
was plentiful and the worker could make out on almost any 
wage because of the guaranteed allow'ance. Thus the productiv¬ 
ity of labor fell off sharply, w'hich in turn meant that the em¬ 
ployer certainly had no occasion to offer a w'age above the 
scale. In time efficiency dropped to the level of “ boondog¬ 
gling.” Self-respect of the laborer w'as the only obstacle to the 
complete disappearance of workers willing to w'ork at all for 
hire when they could get the same income from relief. But the 
pointlessness of offering a wage, from the employers’ point of 
view, made wages bottomless. Thus either way the worker 
was doomed to go on the rates and become a pauper. Once on 
the rates, a laborer tended to stay on the rates. When on 
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the rates long enough, he ended in the poorhouse. The poor- 
house, as has been said, was thoroughly demoralizing. 

Nevertheless, the great majority tried to stay off the rates 
and earn their own living. '' The great majority of the country¬ 
folk were occupier-owners or lifeholders, who preferred any 
kind of existence to the status of pauper. . In view of 
this deep-rooted traditionalism in variance with a market 
psychology, Speenhamland might have raised rather than 
lowered wages. Refusing to be paupers voluntarily, regardless 
of forces imfielling them in that direction, the laborers might 
have organized into labor unions to force up wages. Labor 
unionism itself would have been immensely helped by a guar¬ 
anteed income for the unemjdoyed or strike-bound. Bui this 
possibility was closed by the Anti-Combination Laws of 1799- 
1800. 

Some of these small land-holders eventually became pauper¬ 
ized. The great yeoman class had been all but wiped out, but 
there were small land-owners left. They were rate-payers under 
the Poor Law system. “. . .The brunt of the rates was borne 
by the rural middle class.” The rate-payers paid for Speen¬ 
hamland. So the near-poor of the countryside financed a sys¬ 
tem to support the poor, and may even themselves sometimes 
(if rarely) have gone on the rates as a consequence. 

From the financial point of view, the manufacturers and 
agricultural employers benefited from Speenhamland by being 
subsidized in their labor costs. But the farmers paid rates at 
the same time they received the indirect benefits. Thus Speen¬ 
hamland was sort of an insurance system. Moreover, a farmer 
was usually forgiven part of his rates if he hired a laborer 
wTo w'ould otherwise go on the rates. He could hire those 
actually on the rates for still less, who went from farm to 
farm as “ roundsmen.” 

107 Ibid., p. 81. 
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Among the consequences of the system were the decreased 
productivity of labor, decreased wages, decrease of the scale, 
increase of the rates (at least up to i8i8), and increase of 
pauperism. The political consequence was the extension of 
the power of the squirearchy for another generation and 
more. But the chief effect was upon the laborer as a man. 
He was deterred from seeking work. His sense of self- 
respect was undermined. He had no basis for pride or psy¬ 
chological security, for he had lost his old independence and 
could not find a new one in status as a wage laborer. . .The 
degenerative process started by Speenhamland left its indelible 
mark on the country. The forty years prolongation of sciuire- 
archy which it produced was bought at the price of the sacri¬ 
fice of the virility of the common people.'’ 

The sociological need for status liaving been frustrated by 
the deteriorating effects of Speenhamland, it became pressingly 
necessary to restore the status of the workers by constituting 
them a new class—the proletariat. This necessity was now 
more essential to society than was the need to forestall the dis¬ 
location of the village. The original occasion for Speenham¬ 
land thus no longer constituted a cogent reason for continuing 
it, and there now' existed a strong reason for a!)olishing it— 
the deterioration of the physical and moral well-being of the 
common j)eople. 

As long as a man had a status to hold on to . . . he cf>iild 
fight for it, and regain his soul. Ihit in the case of the laborer 
this could happen only in one w^ay ; hy his constituting Inmself 
the member of a new clas.s. . . . This act (Speenhamland) of an 
ambiguous humanitarianisrn prevented laborers from constitut¬ 
ing themselves an economic cla.ss and thus deprived them of 
the only means of staying off the fate to which they were 
doomed in the economic mill.**® 

The time had come 'b . .when the absence of a market for 
labor was proving a greater evil even to the common people 

\0Q Ibid., p. 122. 
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themselves than the calamities that were to accompany its in¬ 
troduction.” The answer was the repeal of Speenhamland in 
the Poor Law Reform Act of 1834. The abolishment of 
Speenhamland was the true birthday of the modern working 
class. . 

The horrors of Reform rivalled those of the evil being re¬ 
formed. ” Never perhaps in all modern history has a more 
ruthless act of social reform been {x.Tpetrated. . “ The 

scientific cruelty of that Act was. . .shocking to public senti¬ 
ment. . .” ” The brutal shock of that event haunted for gen¬ 

erations the daydreams of the British working class.” 

P>ut the reform, in the long-run, was successful. . .The 
success (jf this lacerating operation was due to the deep-seated 
convictions of the hrcvid strata of the population, including the 
laborers themselves, that the system which to all appearances 
supported them was in truth desjxiiling them, and that the 
‘ riglit io live ’ was the sickness unto death.” ” The New 
IV)or Law. . .has been called the most important act of scjcial 
legislation ever carried by the House of C\)mnu)ns.” 

The Reform was instituted not for the interest of the labor¬ 
ers, however, but for those of a new class in England, the com¬ 
mercial middle class, who wrested control of Parliament in 
1832. iUit it had been advocated by the economic liberals since 
before Speenhamland. The ]\»or Law Reffjrm Act inaugurated 
the labor market and ushered in modern capitalism. 

“ I'he Parliamentary Reform Bill of 1832 disfranchised the 
rotten bortnighs and gave power in the Commons once and 
for all to commoners. Their first great act of reform was the 
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abolishing of Speenhfamland/’ . .If the Reform Bill of 

1832 and the Poor Law Amendment of 1834 were commonly 
regarded as the starting point of modern capitalism, it was 
because they put an end to the rule of the benevolent landlord 
and his allowance system. The attempt to creat a capitalistic 
order without a labor market had failed disastrously.” 

. .The Parliamentary Reform of 1832 achieved a peaceful 
revolution.” 

The provisions of the New Poor Law were in essence simply 
the repeal of Speenhamland. Outdoor relief was abolished. 
Aid-in-wages was discontinued. Administration was put on a 
national basis. In a sense, the workhouse test was reintroduced. 
But the workhouse test operated differently now, the work- 
house now being a place deliberately endowed with a stigma 
to which paupers could voluntarily repair at the price of com¬ 
plete loss of status. 

Part of the misery consequent upon this Reform Act re¬ 
sulted from the new character of the workhouse. Rather than 
admit such degradations some preferred to starve. ” Many of 
the most needy poor,. . .wxTe left to their fate as outdoor re¬ 
lief was withdrawn, and among thos^ who suffered most bit¬ 
terly were the ‘ deserving poor ’ who were too proud to enter 
the workhouse which had become an abode of shame.” 
Aside from the misery of starvation, there was the misery of 
psychological torture. . .Staying in it [the workhouse] was 
made a psychological and moral torture. . .” 

Still another calamity was the precipitousness of the change 
and the abruptness of the uprooting of traditional institutions. 
Above all, however, were the permanent consequences for the 
laboring man in that labor had become a commodity. 
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The economic significance of the Act was the distinction 
between laborer and pauper: the pauper went to the work- 
house ; the laborer sought his price on the market. Sometimes 
he could not find it, which meant that he was unemployed 
but not therefore a pauper. The unemployed should not get 
public relief if the market for labor was to function freely and 
competitively. Thus fear of hunger was deliberately used as 
an incentive for labor to seek a job. Actual starvation had to 
be tolerated to protect the system and the class as a whole. 
The worker w'as expected to take care of himself, but no 
method was provided which he could count on to provide 
security. . .Now the laboring man w^as homeless in society 
. . .Now' the peril w'as that of death through exposure.” 

4 - 

Turning now to our analysis of Polanyi, let us note that 
the essential doctrine of this chapter concerns the institu¬ 
tional consecpiences of the introduction of industrialism into 
mercantile society. Mercantilism w'as protectionist while cap¬ 
italism was not; and industrialism was the new element which 
brought about the change. Under mercantilism the market w'as 
widespread but nevertheless controlled and subsidiary. Mer¬ 
cantilism was an agricultural-commercial society, with the 
emphasis upon agricultural. The introduction of the complex 
machine made f('>r an industrial Sv^ciety. But the sponsor of the 
new' industry was the commercial interest, therefore industrial 
society took shape in commercial guise—market economy or 
capitalism. Speenhamland was the reactionary effort of die¬ 
hard protectionist mercantilists. The Poor Law Reform Act 
of 1S34 was the progressive act of deliberate commercialists. 
Vet tliere is Polanyi’s paradox that the market-bent progres¬ 
sives were w'rong and utopian while the reactionary protec¬ 
tionists, who caused poverty and misery, w'ere somehow right 
though defending a lost cause. 


123 Ibid., r. 83. 



78 HAS MARKET CAPITALISM COLLAPSED? 

Polanyi’s argument lies in large part within the province of 
economic history. It is not our intention, however, to evaluate 
his argument from the point of view of the economic historian. 
The chief significance for us is not the history itself but the 
interpretation of the social and economic forces at work during 
the historical period he discusses. But we might note that in 
general Polanyi follows the accounts of such economic his¬ 
torians, as the Webbs,the Hammonds,'^® R. H. Tawney,'^® 
J. H. Clapham,^*'^ Wm. Cunningham,^** and Sir William 
Ashley.^*'® Of course he draws his own conclusions, w'hich are 
at times in variance with those of these authors. But even in 
this field of interpretation we find many individual conclusions 
which agree with Polanyi’s. Thus Tawney evaluates the suc¬ 
cess and failure of state intervention during the sixteenth cen¬ 
tury enclosure movement in terms equivalent to Polanyi’s: 

On the whole one is inclined to regard the Government’s 
intervention in this matter [enclosures) as resembling in its 
effects the attempts which were made at the same time to fix 
prices and wages. It retarded, though it could not check alto¬ 
gether, economic changes. It imposed a brake which some¬ 
what eased the shock of sudden movements.'* 

Polanyi is entitled, of course, to follow other authors and 
to agree or disagree with their interpretations. The criticism 
which might be made here is that no explicit sources are given 
for his account or his interpretations. This applies, for the most 
part, not only to the material of the [)resent chapter l)ut to 
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Polanyi’s entire book. When a reference is cited, it is to an 
entire book instead of the specific relevant passage, as on pp. 
35 . 36, 41. 73. 79, 92, 93, 94 . 98, 100, and elsewhere. Further¬ 
more, authors are sometimes quoted without even mentioning 
the work from which the quotation was taken. But most seri¬ 
ous of all, the accuracy of historical data must generally be 
accepted on Ik^lanyi’s word without reference either to primary 
or secondary sources. This deficiency might be forgiven on the 
grounds that Polanyi is assuming a learned audience who will 
recognize the accuracy of his presentation of facts, looking to 
him only for making something of them. This reasoning still 
runs contrary to accepted scholarly procedure. Moreover, 
there are many indications that Polanyi is addressing the gen¬ 
eral pui)lic and is attem{)ting a self-sufficient presentation— 
after the manner of Adam Smith and Karl Marx. (Smith, of 
course, was very negligent ai)()ut acknowledging his srmrces 
when he had any, hut he lived in an earlier age; Karl Marx 
was extremely conscientious about citing sources. ) The gen¬ 
eral reader a.s well as the scholar has a right to be given the 
op])ortunity to check the validity of facts. I'he reader has at 
times the genera! impression of reading a text-book, where 
the author's authority is to be accepted unquestioningly, 
ratlier than a pi(»neering and contr(*versial effort to contribute 
to the social sciences. It should be said in mitigation, liowever, 
that an “ Apology ” on j^age xiv, written by John A. Kouwen- 
hoven, explains the war-time difficulties of {tutting the book 
to press—which may well account f(^r some of its unconven¬ 
tional features. 

It might be said in further mitigati(ni of this defect *n Pol- 
anyi's writing that he is undertaking an unusual genre which 
does not easily lend itself io the customary scholarly restric¬ 
tions. ile has a theme wliich he wishes to make as cogent as 
possible. To do so he feels constrained to account for a mul¬ 
titude of events. If he were to observe the strict proprieties of 
scholarly procedure he would be forced to sknv the pace (ff his 
discussion, and greatly increase the length of his presentation. 
Foi the sake of easy communicability and literary stvle he has 
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chosen to sacrifice documentation. On the other hand, having 
made this sacrifice, his work is still difficult reading. Neither 
strict chronology nor basic themes are used as organizing 
principles. The same subject is frequently discussed in widely 
separated parts of his book, as can easily be seen by observing 
the page citations in this present work. Moreover, a certain 
fund of background knowledge on the part of the reader, par¬ 
ticularly in the field of English history, is presupposed by the 
author, as when he refers without elaboration on a single 
page to Lord Protector Somerset, Kett's Rebellion, Straf¬ 
ford, and Laud, not to mention enclosures, common, grazier 
lords, the Civil War, Tudors and Stuarts. 

The criticism made in the previous chapter must be repeated, 
that it is an extremely difficult undertaking to present a work 
of the scope of Adam Smith’s or Karl Marx’s, and if at¬ 
tempted, should be as painstaking and thorough as theirs if it 
is to warrant acceptance as a completed enterprise. This is Pol- 
anyi’s failure. His work is a great hypothesis and a great 
promise, and deserves attention as such; but it has too many 
lacunae to be altogether convincing. It is not merely a ques¬ 
tion of omitted foot-notes, but of missing evidence. 

5 - 

The chief problem confronting the reader in attempting to 
understand Polanyi’s position regarding the relation of the 
post-industrial Revolution economy to other economies in his¬ 
tory is the relationship of this new economic form to mercan¬ 
tilism. We shall not attempt to investigate the field of the 
economic historian, but rather shall try to examine the self- 
consistency of Polanyi’s own evaluation of the distinction 
between the period after the Commercial Revolution and the 
period after the Industrial Revolution. Polanyi agrees that 
mercantilism was a unique type of human economy, but in¬ 
sists that nineteenth century market economy was more dis- 
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tinctively unique, unique in a grotesquely unique way; and 
that mercantilism did not have an inherent drive to become 
transformed into market economy. 

The analysis makes use of three allied concepts: ‘‘ market 
system ”, ” market economy ”, and ” market society ”. The 
abomination is market society. This anomaly came into being 
after 1834 because market economy, or an economy based 
upon an integrated system of self-regulating markets includ¬ 
ing land and labor, necessarily implies the disembeddedness of 
the economy and thus the creation of market society. But mar¬ 
ket economy is one of four types of economic systems, based 
on one of four principles, or some combination thereof; viz., 
reciprocity, redistribution, householding, and exchange; and 
supported, respectively, by one of four patterns of social 
organization; viz., symmetry, centricity, autarchy, and the 
market. Thus market economy must be a ty[>e of economic sys¬ 
tem based on the principle of exchange and the institutional 
pattern of the market. But so must mercantilism l)e—at least 
to the extent that it is a commercial and not an agriculural 
system. 

In short, mercantilism must be a market system. There is 
much in I’olanyi which will reinforce this view. In one place 
he writes, ” i^'rom the sixteenth century onwards markets w'ere 
both numerous and important.” Just before that he had 
said that ” up to the end of feudalism in Western Europe ” 
all economic systems were organized on the three principles 
exclusive of h'xchange-Market. In a later chapter he says that 
under mercantilism ” Agriculture was now being supplemented 
by internal commerce—a systevi of relatively isolated mar¬ 
kets. . .” His discussion c>f mercantilism as the one {>eriod 
characterized by the internal or national market also bears 
out this view. We get further substantiation in a place where 
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Polanyi perhaps intends the opposite, and that is his discussion 
of the enclosure movement. He stresses the protectionist char¬ 
acter of mercantilist times as exemplified in the anti-enclosure 
efforts of peasants and crown. Accepting this protectionist 
characteristic, however, it must nevertheless be admitted that 
this particular form of deliberate interventionistic protection¬ 
ism could only come about when evoked by a challenge to the 
already-established protectionist system. In this case the chal¬ 
lenge was a deliberate and concerted attempt to commercialize 
land, to bring land whthin the orbit of the market. This at¬ 
tempt was not of minor significance, but prtxliiced a veritable 
revolution in agriculture.Polanyi himself concedes the ef¬ 
fectiveness of this when he discusses “ the commercialization 
of the soil ” beginning in the fourteenth century. 

On the whole, however, Polanyi seems to deny that mer¬ 
cantilism was a market system, and to reserve that term ex¬ 
clusively for the market economy of the nineteenth century. 
He even explicitly contradicts himself on the enclosure (|ues- 
tion. Whereas, as we have just seen, at one time he discusses 
the enclosure movement as [)art of the transition to a market 
economy by ct)mmercializing land, in an earlier place he 
insists that feudalism remained essentially intact during the 
mercantilist period, and that on all sides there was agreement 
against commercializing labor and lan<l. 

In a number of places he links the term “ market systejn ” 
exclusively with the sclj-riUjuUitDUj market system of the 
nineteenth century.^-^'* In one place he specifically denies that 
Tudor England had a market system,’'^’’ Most important of 
all, in an explicit discussion of the meaning of the term “ inar- 
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kct system” he defines it as a self-regulating system.This 
classification system obviously leaves mercantilism unclassified. 
It is not exclusively one of the three non-market systems, and 
it is not a market system because it is not a self-regulating 
market system. 

A simple solution, which wcmld ap])ear to be of great utility 
in accounting not only for mercantilism but for many other 
post-mercantilist economies (as we shall see in a later chapter), 
is that it is possible to have a market system that is not what 
Ik)lanyi calls a market economy. Or if terminology is to be 
parallel, we might even say that it is ]K)Ssible to have a mar¬ 
ket economy without having a market society—if we mean 
by a market ecoinnuy any economy based on the exchange 
principle and the market institution. lUit since lk)lanyi lias 
chosen to reserve the ttTin “market economy” exclusively 
for that ecotiomy which implies a market society—an entirely 
arbitrary usage—we might simply say that there are conceiv- 
ai)le, and historically there have been, societies winch have 
economic systems which are at leas>t jiartly market systems, 
without being market economies (implying market society). 

This s(»lution does not in any way undermine Polanyi’s 
primary thesis that market society was a uincpie product of 
the s(‘h-regulating market system ol the nineteenth century. 
P>ul it raises .some (juestions cc>ncermng the mother, siblings, 
and olTspinig of market society 'riius tile term l\i f^italisin 
would appi.ar to he u>eful. attei all. to sign:f\' m a \er\- precise 
way that economic era inclusi\e of both mercainihsm and 
nineteenth century market economy or market capil.ilism 
lloth are variants of a market system, hurther. both variants 
hap[)en to be firinlv based on econ(.)mic motives”. Hope (^f 

140 ( / iV’iV/., p. 41 . 

141 “ Market ca[»italisni ” is a hybrid terni locd to designate the nine¬ 
teenth century peritMl of capitalism—sticssiiig tliat it is but a variety of 
(apitnlisrn, and at the same time granting Polanyi’s point of the unique 
authority of the market in this pcricxl. 




84 has market capitalism collapsed? 

gain certainly motivated the enclosing grazier lords, the mer¬ 
chant adventurers, the domestic factors. The enclosure itself, 
with its dispossession of the agricultural laborer, was some¬ 
thing of a renunciation of the ancient “ embeddedness ” prin¬ 
ciple. The wage system was a definite innovation in town life, 
albeit on a smaller scale, before the rise of the modern indus¬ 
trial city. 

Moreover, the capitalist-type entrepreneur was also present. 
If not the risk element implicit in expensive fixed capital, cer¬ 
tainly the fact of lack of capital excluded the ordinary guild 
master from the export business, which developed a class of 
trading, hiring, entrepreneurs.Or merely the merging of 
merchant and craft functions produced a capital-owning, labor¬ 
hiring guild master, who became distinguished from the older 
type guild master in the institution of the livery company.’^® 
In either case not merely the journeymen, but also the older 
masters upon occasion, became wage workers.The provi¬ 
sion of the tools by the factor in the domestic system also 
implied the superior capital-owming position of the “ putter- 
out ”, and upon occasion this led to the integration of various 
productive stages by the factor and w^e have arrived at the 
stage of merchant control of the productive process and the 
hiring of w’age labor. 

Capitalism as a significantly different social form is in¬ 
augurated by the Commercial Revolution. 

Mercantilist society was unicjue in the scope w'hich it gave 
to the identical elements of which Polanyi complains of in 
nineteenth century market economy, but it w^as nonetheless 
distinct from that economy by the fact that it localized these 
elements. Yet without this background, market economy could 
not have emerged: primitive capitalism or mercantilism w^as 
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a prerequisite for full-fledged market capitalism, a controlled 
market system for a self-regulating market system. As we have 
said before, Polanyi appears anxious not to permit market 
economy to have any relatives. It would seem rather that mer¬ 
cantilism and the market economy belong to the same genus, 
both being market systems. But as a species, market economy 
was a monster because all oj society was transformed by it. 

The great problem is the emergence of the new' species. Is 
it a question of cumulative differences in quantity making a 
difference in kind, or was there a sudden emergence of a quali¬ 
tative difference which transcended the fact of difference of 
degree? This question is not begged by admitting a causal 
relationship between mercantilist and market society. The 
problem is the nature of the relationship. It seems possible 
still to accept Polanyi’s insistence upon the unprecedented in¬ 
congruity of market economy, and even, with sc»me reserva¬ 
tions, his position on discontinuity, without altogether ignor¬ 
ing tliat there is in some sense a continuum between mercan¬ 
tilist and market economy. Such a continuum still does not 
mean tliat mercantilism had an inner compulsion to develop in- 
tc'* market economy, or that markets had an inherent tendency 
to become self-regulating. 1'his problem can j)erhaps best be 
discussed in connection woth S[>eenhamland. 

6 . 

(jranting that mercantilism and market capitalism are the 
same as to genus, but different as to species, we still have the 
problem of the origin of species. IV>lanvi gives the birth of 
market economy a definite date, 1834. I^olanyi obviously in¬ 
tends to convey an impression of a transition period previous 
to that date, however. I'he “ suddenness " of transformation 
is in the historical perspective, h'.ven less satisfactory, how'cver, 
than his acctuint of mercantilism is his account of the transition 
period, ^’et this transition period is the period of Speenham- 
land, to which he gives considerable attention. We need to 
have a clear exposition of the w'ay in which the market system 
of the mercantilist period w'as transformed into the market 
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economy, and the relation of the Industrial Revolution to 
Speenliamland and to this transformation. 

It appears that the Industrial Revolution is defined as the 
transition to market economy.^'*® Or more broadly, the Indus¬ 
trial Revolution is the change in social institutions which took 
place as the result of the introduction of expensive, high risk- 
incurring, machinery into a commercial economy. The prin¬ 
cipal efficient cause was the invention and introduction into 
production of “ specialized, elaborate, expensive tools and 
plants The great risk attendant u])on such high fixed cost 
meant that the entrepreneur needed some security, specifically 
the security of regularity of supply of raw materials and fac¬ 
tors of production. (We might wonder if ]*olanyi might not 
have added the security of disposing of suiiertiuous workers.) 
Since the merchant is already the manager of production in 
a commercial society (mercantilism), it is he who does the 
investing in the new machinery and who seeks the security of 
a steady market for his ]>roduct and a stt‘ady market for his 
raw materials and fact(U's of prtKlucti(»n. d'herefore it is he 
who demands the universality of the market, which is tanta¬ 
mount to a self-regulating market system. 

Correlative with the Industrial Ivevolutiun. therefore, is the 
develo[)ment of a “ market d\'namic .simultaneous with this 
growing dynamic was a thwarting dynamic to extunjit labor 
and land, man and nature, fr(»m the market. .Sjieenhamland 
represents the earliest manifestation of tins oppositionist tend¬ 
ency. Siieenhamland was essentially a ])rotectionist move, the 
last significant one before the market dynamic succeeded in 
1834 in establishing a full-fiefiged market economy. 

Our problem is when did the market dyfinniic stait, if not 
coeval with market economy, the origin of which has been def¬ 
initely set in 1834? And what was the precise function of 
Speenliamland in relation to these two developments?' 


146 C/. The Great Transformation, p. 40 . 

147 Idem. 
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The answer to the first question would seem to be, simply, 
when expensive machinery first came into widespread use. But 
we know that to be a later phenomenon, at least a generation 
after the inaugural ion of Speenhaniland. Further analysis re¬ 
veals that Polanyi really means that something quite distinct 
from the inventions constituted the first impetus to the market 
economy. This was the acute acceleration in the long, slow 
acceleration in the rate of luiglish foreign trade—which acute 
acceleration dated from the Seven Years’ War wdiich ended in 
1763.^**^ This wa)uld apparently mean a commercial, colonial, 
rather than an industrial, moving force. Thus markets, which 
had no tendency to “ ex[)and ” during the long mercantilist 
period (though there was seemingly a steady secular increase 
in (juantity oi foreign trade and of market activity), suddenly 
(In exj»and. 'The growth of unem])loyinent and pauperism, 
w'hich Polanyi uses as indices of the growing market dynamic, 
date iroin this trade revolution rather than the later technolog¬ 
ical revolution. If this is so, then is not the “ Industrial Rev¬ 
olution ” a misnomer for the whole peritMl of transition to a 
market econ(>my?' And do we not need a more coin[)lete causal 
analy.^is than that of the ri.^k c»f owning expensive capital 
goods" 

Along these same lines, there is a difTicuhy about the place 
ill the cau.Nal he({uence (ft the eighteenth century agricultural 
revolution, dhis revolution, as I’olanyi him.self insists, ante¬ 
dated the Industrial Revolution.^^'* P>ut this revolution W’as 
part of the cau^e of pau]>erisin and unemployment at tlie time 
of Speeiihamlaiid. and was itself in effect the iinjiact of the 
growing market dynamic upon the countryside. 

An even more basic ({uestion is whether we cannot say that 
pauperism and proletarianization arose together with the ap¬ 
pearance of the market system at the time of the Commercial 
Revolution, d hen we have coordinated the fact, which Polanyi 

118 r/. ihiii, ]>p. 03 , 212 , T 03 . 

149 Cf ibid., p. 92. 
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accepts, that these phenomena appear only in modern times. 
This is one more indication that mercantilism and market 
capitalism belong to the same genus. But we still have unsolved 
the problem of the reasons for the new resurgence of pauperism 
and the transition to market economy. 

Once more the difficulty would appear to be that Polanyi 
is too insistent that market economy has no forebears. The 
adaptation to his special needs of the theory regarding the 
risk of expensive capital instruments is interesting but incon¬ 
clusive. There would appear to be many another causal factor. 
One of these would be the reason for the appearance of the 
new machinery.^®® Another would seem to be the question of 
the origins of the predispositions of mercantilist society to 
accept market psychology.Still another is the reason for the 
failure of protectionism to forestall or circumvent market econ¬ 
omy. This brings us to the question of Speenharnland, the dis¬ 
cussion of which never quite answers this question. 

’♦t ♦ ♦ ♦ ♦ ♦ 

The utility of Polanyi’s fixing on Speenharnland and the 
whole Poor Law question as significant in its effect upon the 
nineteenth century is meaningful only in terms of his concept 
of protectionism. Every society has a fabric of institutions 
designed to promote human welfare, and it also acts to protect 
the integrity of that fabric. The Old ]\K>r Law and the anti¬ 
enclosure movement were two more historical examples of 
society meeting the threat of attacks upon the fabric. The New 
Poor Law^ destroyed the old fabric and established a new insti¬ 
tutional pattern. Speenharnland was the last heroic, but fated, 
effort of pre-market society tc jirotect itself. This time the 
threat was that of a conversion to a non-viable market society. 
The failure meant the abrupt emergence of the new society. 
But the anti-market-economy protectionism, begun by Speen- 
hamland, continued throughout the next century. 


150 Polanyi himself points out that natural science is not the answer. Cf. 
ibid., p. 119. 

151 Cf. R. H. Tawney, Religion and the Rise of Capitalism, and Max 
Weber, The Protestant Ethic and the Spirit of Capitalism, tr. Talcott 
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This much of Polanyi’s argument about Speenhamland 
seems clear and valuable. Speenhamland encountered a unique 
challenge, and used inadequate means to overcome it, at great 
social cost. But it is difficult to unravel the whole skein of 
Polanyi’s argument regarding Speenhamland. The reader is 
never quite certain whether Polanyi approves or disapproves 
of Speenhamland, nor what he would have recommended to 
remedy its defects or otherwise meet more successfully the 
challenge of the machine and of the market dynamic. 

First, however, we might question the unique nature of 
Speenhamland. There might be s(3me question whether some 
of the protectionist measures of mercantilist governments were 
not protectionist in precisely the same sense as Speenhamland; 
viz., to forestall a market economy. Then Speenhamland be¬ 
comes just one of a history of such mercantilist measures. 
Some of mercantilism may be said to he the age-old |»roiection- 
isrn a[)plied to a new social unit, the nation-state; hut the 
anti-enclosure laws wtndd appear to he a direct response to 
a threat of the market to disrupt “ embeddedness 

On the other hand, there is some question whether the Old 
Poor Law was thoroughly protectionist in I’olanyi’s sense. 
For although it was designed to protect society from disrup¬ 
tion, it might he asked if it should t)e commended as protection¬ 
ist when designed to subjugate the working classes. The misery 
attendant upon the poor laws raises a real question as to 
wdiether mercantilist society was as fully protectionist as other 
societies. Once more the etTect of the market w'ould seem to 
have special elYects in mercantilism as w'ell as in nineteenth 
century market capitalism. 

The major ciuestion, of course, is I'olanyi’s evaluation of 
the role of Speenhamland in the transition to a market econ¬ 
omy in relation to his concc])tion oi the nature of the Indus¬ 
trial Revolution. ITom an evaluational view’point he seems 
both to praise and to condemn Speenhamland, and from a 

152 C/. Wehhs, op cit., pp 26 - 20 . 30 t>- 3 oS, 404 405 . ior characteri¬ 

zation of the rc])rcssivc nature of early Poor Law. 
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practical viewpoint he seems to say that it both succeeded and 
failed. We need to know how both judgements apply. 

Speenhaniland was both a conscious and an unconscious 
response to a challenge, according to Polanyi. As an uncon¬ 
scious response, it was an act of social protectionism fighting 
off the coming of a labor market, and slowing down the rate 
of change to a new' society.As a conscious response, it was 
the squire’s means of putting village labor on a non-com¬ 
petitive basis w’ith town labor, and of mitigating the poverty 
already rampant in the country, and thus preserving the 
squires’ owti political powTT.^''^'^ And in the latter respect it 
was successful/*'^^ Hut it w'as an abysmal failure in the first 
respect, because neither the squires nor the intellectual leaders 
comprehended the fact of the nascent market dynamism. But 
wdiy did it fail? I’olanyi should have developed more fully the 
parallel or lack of parallel between the Speenhamland attempt 
and the anti-enclosure movement. If Speenhamland meant 
well—why did it fail? 

Polanyi would appear to give tw’o answers to this ([ucstion. 
In the first place, the Speenhamland decision was “ unwise ” 
in its specific program. Secondly, it accentuated protectionism 
just at a time when society was being geared for an unregu¬ 
lated regime; and hence Speenhamland was anachronistic. 
This latter argument strikes us most strangely in view of 
Polanyi’s general advocation of protectionism, and in view 
of his hostility to the market economy and his intimation that 
there was a real alternative. This (juestion of l\>lanyi’s alterna¬ 
tive w’ill be discussed later, but here we wonder if he has not 
been inconsistent in his espousal f>f anti-market measures. 

The unwise specific program of the Speenhamland plan 
seems to be I’olanyi’s main point. Its effect at tlie time w'as 

153 r/. Thr ',’- 111 / Transformatiim. p. 77 . 

154 Cf. ihiii, ]’i>, H<), 94 , 96 . 

1.55 Cf. tl".,: i . 3<;. 

156 C/. ih.i. j. SK 
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“ ghastly " and it formed the basis for the whole dialectic 
of the nineteenth century: ‘'The Speenhamland System... 
shaped the fate of a whole civilization. . If the market 

economy was to come anyway, then it is hard to see that 
Speenhamland was a necessary prerecpiisite for the protection¬ 
ism of the nineteenth century. (That is, the nineteenth cen¬ 
tury counter-movement would have develo])ed anyway.) But 
insofar as .speenhamland helped to produce the market econ¬ 
omy, it of course would be of crucial importance in the history 
of that economy. Polatiyi makes the p(jint, as we shall see in 
the next chai)ter, that Speenhamland produced a situation 
w'hich the classical economists took as normal, and thus may 
be said to have been at least partly responsible for the intel¬ 
lectual climate which fostered the crusade for tlie market econ¬ 
omy. Moreover, having made conditions so bad, there was no 
alternative except to establish a labor market, d'hus Specn- 
hamland appears to have {)roduced the very thing it was “ un¬ 
consciously ” designed to prevent. 

Tlie (|uestion is how did traditional protectionisin suddenly 
become the wrong thing? Ik)lanyi would a;)pear V) answer 
that it was not a matter of [)rotectionism or no proctectionism, 
but of tlie kind of protectionism. Speenhamland did not meet 
tlie market pr(jblem s(piarely because it did lU't understand it. 
It chose the \ery measures which were bound t > abet the mar¬ 
ket dynamic. By making aitl-in-wages general, it ignored the 
market laws which wcnild push wages to zero under such an 
arrangement. By ignoring the classical Klizabethan distinction 
betw'een the employed and the man on the rates it icnded to 
remove the real line between the two statuses, thus preventing 
the establishment of a wage class, the proletariat. Kven admin¬ 
istratively it was retrogressive because it ignored the trend to 
a iiatioHdl organization of the labor system, and ignored the 

157 Cf. ibid., p. 80. 

mibid., p. 86. 
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real distinction between unemployables and temporarily un¬ 
employed. 

This condemnation is still not altogether convincing. We 
can grant Polanyi’s insistence that Speenhamland was of great 
significance because a direct response to the drive toward a 
labor market, but we must still wonder if Polanyi has justified 
condemning it at the same time he approves in general of pro¬ 
tectionism. What else could the authorities have done? Polanyi 
gives us two suggestions.^'"® First, if the Anti-Combination 
Laws had not been passed, then a trade union movement might 
have developed, which together with the laboring man’s tradi¬ 
tional values would have made an ally of Speenhamland in 
supporting the unemployed but not undermining the wage sys¬ 
tem—rather in forcing up wages. But then it is not Speenham¬ 
land he is condemning but the contradictory nature of the step 
which followed Speenhamland. Second, Polanyi offers Whit¬ 
bread’s minimum wage bill as a feasible alternative. But would 
not protection still be needed for the workless—as in the basic 

right to live” features of Speenhamland? 

What really seems to be the chief sin of Speenhamland, ac¬ 
cording to Polanyi, is that it forestalled the creation of the 
proletariat class, and thus forestalled a new status for the 
laboring man while depriving him of his old statusd®^^ 7 'hus 
Speenhamland was socially destructive. But his argument 
seems to presuppose the inevitability of the market economy, 
the labor market, and the proletariat. Indeed, Polanyi’s whole 
argument in respect to Speenhamland seems to argue in this 
way. We can accept Polanyi’s analysis of the dynamism of 
Speenhamland, therefore, but we must wonder at his evaluation 
of it. 

In sum, l^olanyi fails to spell out (i) the reasons for the 
failure of Speenhamland as a protectionist measure (although 
he does show how it encouraged rather than discouraged the 

159 Cf. ibid., pp. Ri, 123 ; and Appendix 10 , pp. 2 %, 290 . 

160 C/. ibid., pp. 78, 99. 
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market dynamic), (2) wherein it failed to be an adequate 
parallel to the anti-enclosure measures of Stuart and Tudor 
(3) how the protectionist function Polanyi posits 
could have been achieved (viz., the rate of transition slowed 
down to avoid social dislocation—even at the price of the loss 
of some of the economic progress), and (4) how the social 
catastrophe of a market society could have been averted. Al¬ 
though we must assume that Polanyi means to say that a 
suitable control measure might have been adopted, his pres¬ 
entation tends to convey an impression that market economy 
was inevitable—a truly unthinkable position for him to take. 

7 - 

Let us summarize the discussion of the rise of market soci¬ 
ety. There are two prongs to Polanyi’s explanation of nine¬ 
teenth century economy: the market society as a social enor¬ 
mity, and how it came to be. The first really does not depend 
on the second, although certainly the second is relevant. Pol¬ 
anyi’s exposition of the second is not nearly as satisfactory as 
his exposition of the first. He fails to show the close kinship 
between the post-Commercial Revolution economy and the 
post-Industrial Revolution economy, and his account of the 
transition period both in respect to the Industrial Revolution 
and to S{)eenhamland is inadequate. The implications of his 
analysis, nevertheless, are far from negligible. 

His analysis of mercantilism does show its relation to the 
Commercial Revolution, and does stress the dual nature of the 
post-feudalistic society—protectionist in the way society has 
alw'ays been, and containing the market in a way society never 
had before. He points out how the market was liberated by 
mercantilism, and yet still re.stricted. He emphasizes the role 
of protection in the preservation of the integrity of the social 
fabric, and in the minimizing of the social cost of sudden social 
change. It might be observed in this connection, how'cver, that 
Polanyi does not distinguish between two sorts of protection¬ 
ism: that which is i)art of the inherent cohesion of the social 
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structure itself, and that which is a deliberate act by one or 
another social group or the leaders of the state to meet a 
specific threat. The latter is more likely to be erroneous, al¬ 
though Polanyi would seem to make a strong case for its neces¬ 
sity if misery and civil revolution (one danger the squires 
feared) are to be avoided. His account of mercantilist England 
is a cogent paradigm of his concept of the social significance of 
economic arrangrnents and economic change. 

Polanyi’s treatment of the transition ])eriod is in some ways 
more unsatisfactory, but on the whole is perhaps more stim¬ 
ulating, especially for us today. We, too, are in a transition 
period. We, too, can judge either more or less satisfactorily 
wdiat measures can be taken to control the direction and rate 
of change. ^Moreover, as Polanyi has pointed out, our change 
is very directly related to the earlier transf(.)rmation in that we 
have to solve all over again the challenge of the machine which 
the earlier transition attempted to solve. 

As we have just seen, the problem of terminology, chro¬ 
nology, and causal sequence in Polanyi’s account is somewhat 
confused. Nevertheless, there are many cogent elements, d'he 
integration of the Clapham-Knowles theory of risk into his 
broader account is quite convincing as far as it goes. The 
emphasis upon the Industrial Revolution as a social revolution 
underscores the theme running through Polanyi’s work. 
Wdiether or not Speenhamland was as significant as Polanyi 
intends to convey, it at the very least dramatizes the conthct 
of principles which was to be so crucial to the fate of nine¬ 
teenth century civilization. It, too, brings out the superior 
significance of social effects of economic change. 

Nor can we ignore the significance of Polanyi’s demonstra¬ 
tion that a deliberate act of policy, based on a specific philos¬ 
ophy, inaugurated the era of the market-ruled society. 'Phe 
Poor Law Reform Act of 1834 undoubtedly completed the 
transition period. How long this period had already been 
forming is a distinct question. 

Most significant of all is Polanyi’s underlying theory of 
social change, which we would amend but not abrogate. The 
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market economy was a novum, and did not exist as an embryo 
in the womb of its mother. The markets of mercantilism did 
not tend to create a market economy, l^ut it seems equally 
obvious that market economy did have a parent, that the ele¬ 
ments which existed in mercantilism were indispensable to 
their unicjue ag^re^^ation and synthesis into a market economy, 
and could not have been found in other societies. Mercantilism 
was the j)arent, and the only possible parent, of market capi¬ 
talism. I'iiis does not make the birth of market economy in¬ 
evitable. Ihit it makes its birth have a very real dependence 
upon the birth of mercantilism. How mercantilism came to be 
becomes the great problem, since it was the aberration which 
made possible its montrous offs[)ring. Polanyi’s account of 
that earlier birth seems much too brief. 

8 . 

Tlie history of an era is a difficult thing to account for. The 
a{)|)eal of rolanyi’s theory of economic history is that he trans¬ 
mutes it into economic theory. Our concern is nt)t with history 
as such, hut with the factors of dynamic change which account 
for economic phenomena. Tolanyi attempts to do for nine¬ 
teenth century industrial capitalism wliat few economists have 
attempted, and yet something which is perha]).^ the most im¬ 
portant need facing economists. He attempts t(» explain not 
merely incidental economic })hciiomena, however important, 
such as how' a commodity p>rice is deterimned; hut the l)asic 
construction of the economy itself. Indeed, it might be com¬ 
plained of him as an ectuiomist that he su)ps shorT of explain¬ 
ing secondary phenomena. Though he says, for exai^ipie, that 
there are economic laws in capitalist society, he does not ex- 
[H)und them and does not indicate the transferability of the 
analysis of such laws t(^ a socialist or otlun* non-market society. 

His central doctrine, however, is a law alx>ut economy if 
not economic law. He purports to sliow that we must under¬ 
stand social laws before we can comprehend economic hap{xm- 
ings. Social law was responsible for the basic operative forces 
in the capitalistic economy. 'Fhe true dynamic economic theory 
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is neither business cycle theory nor moving equilibria of de¬ 
mand and supply curves; it is the theory of the conflict of eco¬ 
nomic and social institutions operating in historical time. It 
is concerned with the nature of economic institutions, the 
tendency towards expansion of the market institution, the 
social consequences of this expansion, the interaction of ex¬ 
pansion and social responses. 

This theory comes close to the heart of the scientific objec¬ 
tive, for it points to causes, gives a consistent explanation for 
a variety of phenomena, and provides a basis for prediction. 
Yet it is not scientistic, for it recognizes the essentially human 
character of the society it studies and realizes that science in 
the social area can only point to alternatives and then human 
choice must determine the actual course. Such a conception of 
economics was in general held by Smith and Marx. It is such 
that we need today if economists are to prescribe for the over¬ 
all health of the present economy. In this sense Polanyi’s vision 
alone is a major contribution at this time. But he has the ad¬ 
vantage as a scientist over both Smith and Marx that his data 
concerning capitalism come from the past of a matured system. 
The merit of his theory is that, like any valued scientific hypo¬ 
thesis, he has checked it with almost innumerable phenomena 
which he now believes himself able to account for. 

Our criticism of Polanyi is not that he is obviously wrong, 
but that the range of phenomena he attempts to explain is so 
enormous that his relatively brief exposition is insufficient 
utterly to convince that his theory does in fact account for all 
historical events. This is particularly true of his seemingly 
contradictory account of the mercantilist period and his citing 
of Speenhamland. It is entirely possible that further elucida¬ 
tion would remove all doubts. But as matters now stand, there 
simply is not a thorough enough account to satisfy all ques¬ 
tions. 

It would still appear that Polanyi’s central contribution, as 
indicated above, is undamaged by the defect either of excessive 
anthropological zeal mentioned in the previous chapter or of 
deficient elaboration of pre-industrial capitalism complained of 
in this chapter. The concept of a generic economics is still 
promising, and the claim to have found the key Smith and 
Marx were seeking still merits investigation. 



CHAPTER IV 


THE CLASSICAL ECONOMISTS AND THE 
NEW SOCIETY^ 

I. 

The Poor Law Reform Act of 1834 marked the beginning 
of a new social system—industrial capitalism, the automatic 
market economy. But Polanyi stresses above all that the 
Act was deliberate, that a market economy was a great ex¬ 
periment, a stark utopia. The earlier policy (Speenhamland) 
for dealing with the new industrialism was also deliberate 
from the point of view of the self-interest of the ruling class. 

In another sense there was no choice as the result of forty 
years of Speenhamland: 

By 1834, there was a general conviction—with many think¬ 
ing people a passionately held conviction—that anything was 
preferable to the continuance of Speenhamland. Either ma¬ 
chines had to be demolished, as the Luddites had tried to do, 
or a regular labor market had to be created. Thus was man¬ 
kind forced into the paths of a utopian experiment.^ 

Yet the dominant theme pervading The Great Transfor¬ 
mation is that the self-regulating market system was a colossal 
blunder, and that mankind had real alternatives. Polanyi is 
perhaps weakest in spelling out the nature of these real alter¬ 
natives. We have a number of hints, how'ever, centering around 
the writings and deeds of Robert Owen: 

The Industrial Revolution was causing a social dislocation 
of stupendous proportions, and the problem of poverty was 

1 This chapter is based primarily on Chapters g and 10 of The Great 
Transformation, and passages from the Commentary article; sections I 
through 4 summarize Polanyi’s formulation, and sections 5 through 8 
represent the present author’s views. 

2 The Great Transformation, pp. 80, 81. 
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merely the economic aspect of this event. Owen justly pro¬ 
nounced that unless legislative interference and direction 
counteracted these devastating forces, great and permanent 
evils would follow.^ 

Grave evils would be produced . .. unless the tendencies in¬ 
herent in market institutions were checked by conscious social 
direction made eflFective through legislation.'* 

Robert Owen’s was a true insight: market economy if left 
to evolve according to its own laws would create great and 
permanent evils.® 

The true solution, apparently, lay in state action aborting 
the market principle, and then remaking society to incorporate 
the machine without resorting to marketism: 

. .. [Owen] nourished no animosity against the machine the 
neutral character of which he recognized.® 

Should any of the causes of evil be irremovable by the 
new powers which men are about to acquire,” he wrote, ” they 
will know that they are necessary and unavoidable evils; and 
childish unavailing complaints will cease to be made.” ... All 
the more significant was the irremovable frontier of freedom 
to which he pointed, that was given by the necessary limits set 
to the absence of evil in society. But not until man had trans¬ 
formed society with the help of the new powers he acquired 
would this frontier become apparent, Owen felt; then man 
would have to accept this frontier in the spirit of maturity 
which knows not childish complaint.*^ 

The Owenite Movement . . . represented the cravings of 
the common people, smitten by the coming of the factory, 
to discover a form of existence which would make man 
master of the machine. Essentially, it aimed at what would 
appear to us as a by-passing of capitalism. Such a formula... 

3 Ibid., p. 129, 

4 Idem. 

5 Ibid., p. 130. 
tibid., p. 127. 

*I Ibid., p. 128. 
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expresses perhaps best the spirit of Owen, who emphatically 
was not an enemy of the machine. In spite of the machine, 
he believed, man should remain his own employer; the prin¬ 
ciple of co-operation or “ union would solve the problem 
of the machine without sacrificing either individual freedom 
or social solidarity, either man’s dignity or his sympathy with 
his fellows. The strength of Owenism was that its inspiration 
was eminently practical, and yet its methods were based on an 
appreciation of man as a whole.* 

The socialism of Owen, then, is what Polanyi apparently be¬ 
lieves to have been a practicable alternative to the market 
society which got started in 1834. Yet Owxn lost out. The vic¬ 
tors were the economic liberals. According to Polanyi, all 
groups shared one intellectual error, the misconception of the 
nature of pau[x?rism. But whereas Owen, despite his scientific 
shortcomings, had the correct basic insight; the economic lib¬ 
erals, especially the scientific economic liberals or classical 
economists, were given a false start by the “ naturalism ” of 
Joseph Townsend and the utilitarianism of Jeremy Bentham. 
The championing of the market economy, and the engineering 
of the Poor Law Reform Act of 1834, were the intellectual 
resp6nsibility primarily of the classical economists, the theo¬ 
reticians of economic liberalism and the apologists for indus¬ 
trial capitalism. 


2. 

Social thinking of England during this period was domin¬ 
antly concerned with the problem of the poor. The discussion 
concerning the Poor Law and the spread of poverty helped 
form the mind of nineteenth century man: 

The figure of the pauper, almost forgotten since, domin¬ 
ated a discussion the imprint of which was as powerful as 
that of the most spectacular events in history. If the French 
Revolution was indebted to the thought of Voltaire and 


Slbid., p. 167. 
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Diderot, Quesnay and Rousseau, the Poor Law discussion 
formed the minds of Bentham and Burke, Godwin and 
Malthus, Ricardo and Marx, Robert Owen and John Stuart 
Mill, Darwin and Spencer, who shared with the French 
Revolution the spiritual parentage of nineteenth century 
civilization.® 

The discussion actually began earlier than the names just 
enumerated would indicate. Around the time of the Glorious 
Revolution there is discussion on the question conducted by 
John Bellers, John Locke, Daniel Defoe, Bernard Mandeville. 
Labor Exchanges or employment offices were recommended as 
early as 1660 by the Quaker Lawson as a means of eliminating 
poverty. Another Quaker, John Bellers, suggested the estab¬ 
lishment of ‘^Colleges of Industry'’ in 1696. Lawson’s idea of 
bringing unemployed and employer together is supplanted in 
Bellers’s scheme by the idea of getting the unemployed to help 
themselves without an employer: 

‘‘ The labor of the poor being the mines of the rich,” as 
Bellers said, why should they not be able to support them¬ 
selves by exploiting those riches for their own benefit, leaving 
even something over? All that was needed was to organize 
them in a ” College ” or corporation, where they could pool 
their efforts. This was at the heart of all later socialist thought 
on the subject of poverty .. . 

Bellers’s book contained in nuce most of the proposals that 
have been connected with the solution of this problem ever 
since the first appearance of those great dislocations that the 
machine produced in modern society.’^ 

Bellers believed that the poor could by working in common 
make their own subsistence, and that extra industry by any 
worker would produce a surplus which would give that worker 
more than subsistence. In actual experiments the Quakers 

9 Ibid., pp. 83, 84. 

10 Ibid., p. 105. 

11 Ibid., p. 106. 
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used the surplus earned to relieve others. This shared surplus 
is the basis of later radical thought. The idea of a surplus is 
taken over by other thinkers, who try to convert it into a profit 
to the capitalist as an incentive to put the unemployed to work. 
John Locke had an idea that pauperism could be made to pay 
in a labor-rate system proposal which he made in 1696. His 
idea was that the village poor should have to work for the rate¬ 
payers, a concept later practiced in somewhat different form 
under Gilbert’s Act. Jeremy Bentham a century later extended 
his Panoptican plan for a factory operated by convicts to one 
operated by the unemployed. Bentham thought of this plan as 
not merely his own private venture, but proposed it as a na¬ 
tional system to solve the pauper problem. He wanted two 
hundred and fifty “ Industry-Houses ” to be erected, to be run 
as one joint-stock company. Owen republished Bellers’s plans 
in 1819, and adopted a similar scheme himself. His ^‘Villages 
of Union ” proposal, endorsed by David Ricardo, sought in 
vain for stock subscribers to this Bellers-like scheme to relieve 
1200 unemployed. Owen’s own firm in New Lanark had 
Jeremy Bentham for a sleeping partner, and made a profit for 
the investors at the same time that it was based philanthropi- 
cally upon relief of the poor. Fourier, Proudhon, Louis Blanc, 
Lassalle, Marx all had similar ideas. “ Syndicalism, capitalism, 
socialism, and anarchism were indeed almost indistinguishable 
in their plans for the poor.’' 

This approach shows universal ignorance of the nature of 
pauperism. Daniel Defoe pointed out the fallacy of these 
schemes in a pamphlet of the year 1704, entitled Giving Alms 
no Charity and Emplaying the Poor a Grievayice to the Nation. 
His argument was simply that “ if the poor were relieved, they 
would not work for wages; and that if they were put to manu¬ 
facturing goods in public institutions, they would merely 
create more unemployment in private manufactures.” This 

12 Ibid,, p. 108. 

13 Idem. 
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analysis should have been clear to those who understood that 
the pauper problem sprang from market forces, and that the 
nature of a competitive labor market was in contradiction to a 
policy of guaranteeing the unemployed a job and income. But 
the nature of pauperism was not understood, and the nascent 
market economy was not recognized: 

. .. The undeveloped condition of the market system con¬ 
cealed its inherent weaknesses. Neither the new wealth nor 
the new poverty was yet quite comprehensible.^^ 

Mandeville's paradox of the bees seemed to the eighteenth 
century to have more pertinence than Defoe’s profound refuta¬ 
tion of the doctrine of making poverty pay. Mandeville whim¬ 
sically described in doggerel a community of bees that thrived 
only when it encouraged vanity and envy, vice and waste. 
‘‘ The Puritan classes. . .had reluctantly to agree with Mande- 
ville’s bees that but for those evils commerce and trade would 
quickly decay.” Polanyi concludes ” Evidently, in the first 
half of the eighteenth century mobile wealth was still a moral 
issue, while poverty was not yet one.” 

The undiscerned market economy in-the-making brought 
with it not merely pauperism but also national prosperity. The 
prosperity was at first as concealed as the market system itself, 
and later was held to be possible only at the price of pauperism. 
As has been said before, pauperism grew slowly during the 
eighteenth century prior to the 1780’s, the Industrial Revolu¬ 
tion was not recognized, and the growth of prosperity was not 
regarded as permanent. By 1795 pauperism had become an 
acute problem, but the Industrial Revolution was still undis¬ 
cerned ; 

Still, up to the time Adam Smith published his Wealth of 
Nations pauperism was not increasing alarmingly. In the next 

14 Ibid., p. no. 
lb Ibid., p. 109. 

16 Idem. 
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two decades the picture suddenly changed.... The specter of 
over-population was beginning to haunt people’s minds.^'^ 

In Adam Smith’s great work poor relief was no problem 
as yet; only a decade later it was raised as a broad issue in 
Townsend’s Dissertation on the Poor Laws and never ceased 
to occupy men’s minds for another century and a half.^® 

Prosperity after 1763 seemed to Englishmen but the acci¬ 
dental and transitory fruits of a victorious war. The decade 
following the conclusion of the Seven Years' War was the first 
time that unemployment was noticed to have accompanied a 
business boom. Not unnaturally, it was the belief of the eight¬ 
eenth century that “ pauperism and progress were insepar¬ 
able.” John M'Farlane in 1782, Giammaria Ortes in 1774, 
and even Adam Smith in 1776, all reflect this view in some 
degree. Smith ” in his cautious manner declared that it is not 
in the richest countries that the wages of labor are highest.” 
M’Farlane believed that prosperity had reached its peak but 
that pauperism would continue to grow. This belief in a com¬ 
ing commercial stagnation was also widespread. ” Almost 
unanimously. . .a falling off of trade was expected.” At the 
time of Speenhamland wdien pauperism drove the magistrates 
to the reactionary policies of protectionism, permanent pros- 
[>erity was unforeseen : 

l"or .some time England had been actually expecting a per¬ 
manent recession of foreign trade when the dam burst, and the 
old w'orld wa.s swept away in one indomitable surge towards 
a planetary economy.-*’ 

17 Ibid., pp. 92. 93. 

18 Ibid., p. III. 

19 Ibid., p. 103. 

20 Idem. Cf. however, discussion below' of Smith’s conviction that the 
poor would progress. 

21 Ibid., p. 104. 

22 Ibid., p. 89. 
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In actual fact, prosperity was just around the corner, a 
prosperity of gigantic proportions which was destined to be¬ 
come a new form of life not for one nation alone but for the 
whole of mankind. But neither statesmen nor economists had 
the slightest intimation of its oncoming.^® 

3 - 

A key characteristic of the Industrial Revolution was eco¬ 
nomic improvement—a vast movement of economic improve¬ 
ment.'’ The long-range economic progress and the short- 
range increase of poverty, both produced by industrialism and 
the market economy, seemed equally part of the laws of society 
which the classical economists undertook to lay bare. The 
starting point of the false road of classical economic liberalism 
was the assumption of the permanence of this paradoxical re¬ 
lationship between wealth and misery: 

To the bewilderment of thinking minds, unheard-of wealth 
turned out to be inseparable from unheard-of poverty.^® 

... In the case of the economists it was singularly unfor¬ 
tunate ... [that] their whole theoretical system was erected 
during this spate of abnormalcy,'’ when a tremendous rise in 
trade and production happened to be accompanied by an 
enormous increase in human misery—in effect, the apparent 
facts on which the principles of Malthus, Ricardo, and James 
Mill were grounded reflected merely paradoxical tendencies 
prevailing during a sharply defined period of transition.^® 

The classical economists thought they had discovered social 
laws which necessitated that prosperity must be paid for with 
the misery of the laboring classes : 

A world was uncovered the very existence of which had not 
been suspected, that of the laws governing a complex society. 

23 Ibid., p. 104. 

2ilbid., p. 40. 

25 Ibid., p. 102. 

26 Ibid., p. 104. 
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... The form in which the nascent reality came to our con¬ 
sciousness was political economy.^^ 

Scholars proclaimed in unison that a science had been dis¬ 
covered which put the laws governing man's world beyond 
any doubt.^® 

The discovery of economics was an astounding revelation 
which hastened greatly the transformation of society and the 
establishment of a market system . .. 

The economists thought there was no escape from their new¬ 
found laws, and that the laboring class was doomed to the sub¬ 
sistence level: 

Poverty was Nature surviving in society . . . 

.. . The iron law of wages, which asserted that the bare sub¬ 
sistence level on which laborers actually lived was the result 
of a law which tended to keep their wages so low that no other 
standard was possible for them.®^ 

Contemporaries imagined they had discovered the key to 
damnation in the iron regularities governing wealth and 
poverty, which they called the law of wages and the law of 
population . .. 

These new-found laws of society which doomed man to 
‘‘secular perdition"^ constituted false science: 

It follows that neither Ricardo nor Malthus understood the 
workings of the capitalist system.®* 

Polanyi holds that the fallacy stemmed from not understand¬ 
ing that the early nineteenth century economy was a mixture 

27 Ibid., p. 84. 

28 Ibid., p. 102. 

29 Ibid., p. 119. 

30 Ibid., pp. 84, 117. 

31 Ibid., p. 123. 

32 Ibid., p. 39. 

33 Ibid., p. 84. 

Zilbid., p. 123, 
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of two contradictory systems—nascent marketism and Speen- 
hamland protectionism: 

... The foundations of economic theory were laid down dur¬ 
ing the Speenhamland period, which made appear as a com¬ 
petitive market economy what actually was capitalism with¬ 
out a labor market.®® 

No unitary system could have explained the facts, as they 
did not form part of any one system, but were actually the 
result of the simultaneous action on the body social of two 
mutually exclusive systems, namely a nascent market economy 
and a paternalistic regulationism in the sphere of the most 
important factor of production, labor.®® 

But though erroneous as a complete description of society, 
so-called economic laws were tremendously efficacious as 
polemical incentives to adopting a policy of laissez-jaire. In¬ 
deed the prestige of social science overtopped that of natural 
science during this period, and derived that prestige from its 
apparent practical consequences. The natural sciences, indeed, 
derived reflected glory from the social sciences. The social 
sciences, not the natural sciences, were the intellectual font of 
the Industrial Revolution: 

Social not technical invention was the intellectual main¬ 
spring of the Industrial Revolution.®^ 

... Not the natural but the social sciences . . . rank as the 
intellectual parents of the mechanical revolution which sub¬ 
jected the powers of nature to man.®® 

The triumphs of natural science had been theoretical in tlie 
true sense, and could not compare in practical importance 
with those of the social sciences of the day.®® 

The discovery of economics was an astounding revelation 
which hastened greatly the transformation of society and the 

ZSIhid., p. 124, 

2 ^ Ibid.y p. 125. 

27 Ibid.y p. 119. 

38 Idem . 

39 Idem. 
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establishment of a market system, while the decisive machines 
had been the inventions of uneducated artisans some of whom 
could hardly read or write.'*® 

Polanyi’s complaint is not based on the claim that the mar¬ 
ket economy is not governed by economic law, but that law of 
the economy was made coextensive with laws of society-as-a- 
whole and thereby falsely justified the market economy as if 
decreed by the immutable laws of nature. This position of the 
classical economists was made consonant with a philosophical 
position, which they developed from Bentham—utilitarianism. 
Utilitarianism, in turn, put faith in economic progress. Utili¬ 
tarianism was the basis for the liberal theories that held man 
to be dichotomized into “ material ” and “ ideal ” motives, and 
held that social institutions were determined by the economic 
system. According to Polanyi, these two propositions hold for 
capitalism, but not for any other kind of society: 

. . . The nineteenth century ... educated by the corrosive of 
a crude utilitarianism ...'*- 

The stubborn facts and the inexorable brute laws [of poli¬ 
tical economy] that appeared to abolish our freedom had in 
one way or another to be reconciled to freedom [by fitting 
them into a scheme of philosophy and theology]. This was 
the mainspring of the metaphysical forces that secretly sus¬ 
tained the positivists and utilitarians.** 

Hope—the vision of perfectibility—. . . was embodied in a 
concept of progress so inspiring that it appeared to justify 
the vast and painful dislocations to come.** 

Thus was the discovery of society integrated with man's 
spiritual universe.*^ 

The induction of political economy into the realm of the 
universal happened in two opposite perspectives, that of prog- 

40 Idem. 

41 r/. Commentary, pp. no, 114. 

42 The Great Transformation, p. 33. 

43 Ibid., p. 84. 

44 Idem. 

45 Idem. 
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ress and perfectibility on the one hand, determinism and 
damnation on the other; its translation into practice was also 
achieved in two opposite ways, through the principle of har¬ 
mony and self-regulation on the one hand, competition and 
conflict on the other.'*® 

The laws of commerce were the laws of nature and conse¬ 
quently the laws of God ... Laissea-faire was simply a prin¬ 
ciple of the ensurance of law and order.... The calculus of 
pain and pleasure [of Bentham’s utilitarianism] required that 
no avoidable pain should be inflicted. If hunger would do the 
job, no other penalty was needed. 

It was at the behest of these [economic] laws that compas¬ 
sion was removed from the hearts, and a stoic determination 
to renounce human solidarity in the name of the greatest 
happiness of the greatest number gained the dignity of secu- 
1 ? ' religion.'*® 

To the typical utilitarian, economic liberalism was a social 
project which should be put into effect for the greatest happi¬ 
ness of the greatest number .. . 

4 - 

The philosophy of utilitarianism, originally an instrument 
of reform in the hands of Bentham, became the humanistic ele¬ 
ment which justified the inhumanity of economic liberalism and 
classical political economy. But another philosophical attitude 
was also involved in the establishment of the science of eco¬ 
nomics, what Polanyi terms '' naturalism."' A better term, if 
we may coin a word, might be biologicalismy Not all the ad¬ 
vocates of laissez-jaire thought of the economic world in the 
simple biological terms of agricultural productivity, human 
hunger, human reproductiveness. Adam Smith, Edmund 
Burke, even Jeremy Bentham took a broader, humanistic 
view of the nature of society. They also agreed in their sub- 

4&Ibid., p. 85. 

47 Ibid. y p. 117. 

41^ Ibid., p. 102. 

4^ Ibid., p. 139. 
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ordination of economics to general society, economic policy to 
general political policy. Smith differs from Burke and Bentham 
in not holding to a belief introduced by Joseph Townsend in 
“ laws of Nature governing society. While Burke and Ben¬ 
tham are Smithian in their rejection of the pure ‘‘ biological- 
ism '' of Townsend, they are Townsendite in accepting as a 
social law the proposition that the poverty of the masses is the 
price of prosperity of the whole society. Burke was, of course, 
a statesman and a traditionalist, while Bentham was a philoso¬ 
pher and reformer. But they agreed in the need for the repeal 
of Speenhamland. So arrayed on one side were Townsend, 
Burke, Bentham, Malthus, and Ricardo—all opposing Speen¬ 
hamland in the name of the laws of Nature. But whereas Burke 
and Bentham still “ rejected the ascendency of economics over 
politics proper,” Townsend, Malthus, and Ricardo espoused 
separate laws of economics, founded on a biological basis. 
Ricardo counteracted his biologicalism ” somewhat with a 
humanistic labor theory of value, which was the basis for 
Marx’s later unsuccessful attempt to reintegrate ” society into 
the human world.” But in the post-Ricardian nineteenth 
century theory had become fact, “ economic society was sub¬ 
jected to laws which were not human laws.” 

The great cleavage came between Adam Smith and Joseph 
Townsend, between 1776 and 1786. After this time only Rob¬ 
ert Owen maintained the vision of a unified society. He alone 
understood the significance of the introduction of the machine, 
and saw that men could not solve the problem by creating a 
market economy. He also recognized the distinction between 
society and the state, and saw that the state could not be en¬ 
trusted with remaking society. He looked to the state to protect 
society by interventionism, but not to organize society. His 
realization of the self-existence of society was so strong that 
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he denied Christian “ individualization/' which made the in¬ 
dividual, rather than society, responsible for individual char¬ 
acter. 

Not Owen but Townsend, Malthus, and Ricardo carried the 
day. Whatever they borrowed from Adam Smith, they depart¬ 
ed radically from his basic social outlook. Polanyi is emphatic 
about the non-“ biologicalism " of Smith, and the essential 
anti-classicism. Smith lived before the great social dislocation 
and rapid pauperism attendant upon the Industrial Revolution. 
Indeed, he believed that '' universal plenty could not help per¬ 
colate down to the people; it was impossible that society should 
get wealthier and wealthier and the people poorer and poor¬ 
er." “ A broad optimism pervades Smith's thinking since 
the laws governing the economic part of the universe are con¬ 
sonant with man’s destiny as are those that govern the rest." 
Living prior to the paradox of the concomitant increase in 
wealth and poverty, he did not erect an economics explaining 
the paradox as law, and did not help erect a dichotomous 
society. 

Smith was the founder of the science of economics, but his 
conception of that science was a humanistic one. He was the 
first economist because he treated material wealth as a separ¬ 
ate field of study," but wealth was to him merely an aspect 
of the life of the community, to the purposes of which it re¬ 
mained subordinate; it was an appurtenance of the nations 
struggling for survival in history and could not be dissociated 
from them." . .Hence it was only within a given political 
framework that he deemed it possible to formulate the ques¬ 
tion of wealth, by which he for one meant the material welfare 
of ' the great body of the people.' " 

5SIbid., p. 124 , Polanyi’s words. 
bAIbid.y p. 112 . 
bS Ibid., p. III. 

56 Idem. 
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Smith definitely should not be identified with Malthus and 
Ricardo: 

The economic sphere, with him, is not yet subject to laws 
of its own that provide us with a standard of good and evil.*^® 

In his view nothing indicates the presence of an economic 
sphere in society that might become the source of moral law 
and political obligation.*^® 

Nor was Smith a ‘‘ biologicalist 

Natural is that which is in accordance with the principles 
embodied in the mind of man; and the natural order is that 
which is in accordance with those principles. Nature in the 
physical sense was consciously excluded by Smith from the 
problem of wealth.... Not the natural, but only the human 
factors enter. . . . Political economy should be a human science; 
it should deal with that which was natural to man, not to 
Nature.^® 

Smith was humanistic not only in treating the economic 
world as an aspect of the social world, but he was grounded 
in the Lockean philosophy of natural rights and the Lockean 
labor theory of value: 

... His notions of human society harmonized with John 
Locke's system of natural rights.®^ 

The dignity of man is that of a moral being, who is, as such, 
a member of the civic order of family, state, and the great 
Society of mankind." 

Reason and humanity set a limit to piecework; emulation 
and gain must give way to them.®® 

58 Ibid ., p. 112. 

59 Idem. 

60 Idem. 

61 Idem. 

62 Idem. 

63 Idem. 
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Polanyi believes that the labor theory of value, although 
false as economic analysis, at least recognized the human basis 
of the economic order. Locke and Smith, and to some degree 
Ricardo, thought of '' labor as a human being, the laboring 
man; whereas the Townsend influence in classical economics 
thought of labor as a working animal in no essential different 
from a beast of burden. Locke, Smith, and Ricardo thought 
of a society of free men. Townsend and classical economics 
thought of a helplessly deterministic society, at least in respect 
to the working class. In Ricardo's case, being also a classicist, 
there was a dual and contradictory theory holding to both 
views simultaneously. In Smith's case, the biologicalist" 
implications of a labor theory were avoided by adopting an in¬ 
consistent value theory. Thus: 

Although Adam Smith had followed Locke’s false start on 
the labor origins of value, his sense of realism saved him from 
being consistent. Hence he had confused views on the elements 
of price, while justly insisting that no society can flourish, 
the members of which, in their great majority, are poor and 
miserable.®^ 

The wage-fund theory, a legacy of Adam Smith, was a rich 
source of misunderstandings.®*"* 

He [Ricardo] completed what Locke and Smith had begun, 
the humanization of economic value; what the Physiocrats had 
credited to Nature, Ricardo reclaimed for man. In a mistaken 
theorem of tremendous scope he invested labor with the sole 
capacity of constituting value, thereby reducing all conceivable 
transactions in economic society to the principle of equal ex¬ 
change in a society of free men. Within Ricardo's system 
itself the naturalistic and the humanistic factors coexisted 
which were contending for supremacy in economic society.®® 


Mibid., p. 124 . 
65 Idem. 
e^Ibid., p. 126 . 
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* * * * iln 

The approach to economics and society which we have 
termed biologicalism '' does not begin altogether with Town¬ 
send, but rather in a slight degree with the Physiocrats. The 
idea of laws of Nature in the social realm had a metaphorical 
meaning, however, in Quesnay—as well as in Hobbes, Hume, 
Hartley, and Helvetius. But there was a corruption already at 
work in the Physiocrat doctrine, a corruption which was defi¬ 
nitely rejected by Smith and then was revived by Townsend: 

The fallacies of the Physiocrats served him [Smith] as a 
warning; their predilection for agriculture tempted them to 
confuse physical nature with man’s nature, and induced them 
to argue that the soil alone was truly creative. Nothing was 
further from the mind of Smith than such a glorification of 
Physis.®"^ 

Quesnay like Plato occasionally took the breeder's view 
of man ... 

But pure “ biologicalism was avoided by all the writers be¬ 
fore Townsend “ because no human community had yet been 
conceived of which w'as not identical with law and govern¬ 
ment.” 

Joseph Townsend changed all this with his Dissertation on 
the Poor Laws, published in 1786. An ecological law' based on 
a presumedly historically verified instance was said by him 
to apply to man. On an island infested wnth w'ild goats as the 
result of an early importation of them for the purpose of pro¬ 
viding meat, the authorities eventually imported two dogs, 
male and female, to destroy the goats. The dogs greatly multi¬ 
plied and diminished the number of the goats. Thus, according 
to Townsend, “ ‘ A new kind of balance was restored. . .The 

6 7 Ibid., p. 112. 

68 Ibid., p. 114. 

69 Idem. 

70 Polanyi refers to this writer as William Townsend, but the correct 
name is Joseph. 

71 Polanyi claims the narrative lacks antiquarian authenticity. 
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weakest of both species were among the first to pay the debt 
of nature; the most active and vigorous preserved their 
lives/ ^ But Townsend was not interested simply in the 
ecological principle, but wished to apply it to mankind: ' It 

is the quantity of food which regulates the number of the 
human species.’ ” His chief interest was to apply his dis¬ 
covery to the Poor Laws: 

Hunger will tame the fiercest animals, it will teach decency 
and civility, obedience and subjection, to the most perverse. 
In general it is only hunger which can spur and goad them 
[the poor] on to labor; yet our laws have said they shall never 
hunger. . . . Hunger is not only peaceable, silent, unremitting 
pressure, but, as the most natural motive to industry and 
labor, it calls forth the most powerful exertions. . .. The slave 
must be compelled to work but the free man should be left to 
his own judgement, and discretion; should be protected in the 
full enjoyment of his own, be it much or little; and punished 
when he invades his neighbor’s property/^ 

The dogs and goats reached equilibrium without govern¬ 
mental interference, effected purely by hunger on one side and 
scarcity of food on the other. Man was the same as the goats 
and dogs and would reach a natural balance in the same way: 

... Townsend insisted that they [men] were actually beasts 
and that, precisely for that reason, only a minimum of govern¬ 
ment was required.*^® 


This theorem of the goats and dogs became the basis of 
classical economic thought through Malthus, and Darwin was 
inspired by it indirectly through Malthus. So “ here was a 
new starting point for political science. By approaching human 
community from the animal side, Townsend by-passed the 

72 Ibid., p. 113. 

73 Idem. 

7A Ibid., pp. 113, 114. 

7b Ibid., p. 114. 



THE CLASSICAL ECONOMISTS II 5 

supposedly unavoidable question as to the foundations of gov¬ 
ernment; and in doing so introduced a new concept of law 
into human affairs, that of the laws of Nature/' “ The bio¬ 
logical nature of man appeared as the given foundation of a 
society that was not of a political order. Thus it came to pass 
that economists presently relinquished Adam Smith's human¬ 
istic foundations, and incorporated those of Townsend." 

The classical school and modern market society begins with 
Malthus and Ricardo, and each is built on a " biologicalist " 
basis: 

Malthus' population law and the law of diminishing returns 
as handled by Ricardo made the fertility of man and soil con¬ 
stitutive elements of the new realm the existence of which had 
been uncovered. Economic society had emerged as distinct 
from the political state.... Since the emerging society was no 
other than the market system, human society was now in 
danger of being shifted to foundations utterly foreign to the 
moral world of which the body politic hitherto had formed 
part. The apparently insoluble problem of pauperism was forc¬ 
ing Malthus and Ricardo to endorse Townsend's lapse into 
naturalism.^® 

As gradually the laws governing a market economy were 
apprehended, these laws were put under the authority of 
Nature herself. The law of diminishing returns was a law of 
plant physiology. The Malthusian law of population reflected 
the relationship between the fertility of man and that of the 
soil. In both cases the forces in play were the forces of Nature, 
the animal instinct of sex and the growth of vegetation in a 
given soil. The principle involved was the same as that in the 
case of Townsend’s goats and dogs: there was a natural limit 
beyond which human beings could not multiply and that limit 
was set by the available food supply.... Essentially, economic 
society was founded on the grim realities of Nature; if man 
disobeyed the laws which ruled that society, the fell execu- 

76 Idem, 

77 Ibid., p. 115. 
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tioner would strangle the offspring of the improvident. The 
laws of a competitive society were put under the sanction of 
the jungle.’^® 

The Poor Law discussion was the origin of Townsend’s “bio- 
logicalism ” and of the classical apology for economic liberal¬ 
ism. Especially were all opposed to Speenhamland.®^ The sav¬ 
ing for the employer and the loss for the industrious workman 
under Speenhamland was a hopeless bond, which led to the as¬ 
sumption of permanent laws of wages and population. The 
critics of the Poor Law had expected Speenhamland to force 
wages up, so they did not recognize in Speenhamland the 
cause for low wages. On the contrary, they thought of the 
working of the economic system during the Speenhamland 
period as proof of the iron law of wages.” Orthodox econ¬ 
omists were driven to Townsend’s ” biologicalism ” because it 
seemed to give an explanation for the empirical evidence: 

Yet, in the last analysis, it was on account of this false afH 
pearance that the law of wages could not be based on any 
rational rule of human behavior, but had to be deduced from 
the naturalistic facts of the fertility of man and soil . . . The 
naturalistic element in the foundations of orthodox economics 
was the outcome of the conditions primarily created by 
Speenhamland.®^ 

Both Malthus and Ricardo attempted to mitigate the rigors of 
the ”dismal science” they elaborated. Ricardo, as we have seen, 
synthesized a labor theory of value with his ” biologicalist ” 
rent theory. Malthus introduced a saving clause into the iron 
law of wages, according to which the ” subsistence level,” 
toward which the living standard and wage level of the labor¬ 
ing class was constantly tending, could be lifted by an increase 

79 Ibid., p. 125 . 

80 Townsend’s Dissertation was published in 1786 , nine years before 
Speenhamland; but we might presume that Polanyi means that Gilbert’s 
Act of 1782 , although not so effective, had the same basic deficiencies. 

81 Ibid., p. 123 . 
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in the customary needs of the class. But the net effect of 
classical economics was to defend economic liberalism as 
necessitated by social law, biologically conceived, and to de¬ 
mand the inauguration of a market economy: 

For the self-regulating market was not believed to follow 
from the inexorable laws of Nature, and the unshackling of 
the market to be an ineluctable necessity. The creation of a 
labor market was an act of vivisection performed on the body 
of society by such as were steeled to their task by an assurance 
which only science can provide.®^ 

So the new science of political economy helped to create a 
new society, and both were based on Townsend’s biological- 
ism.” The alternative open to the economists, according to 
Polanyi, lay in basing economic law directly upon prices, the 
regularities of which manifested the existence of an economic 
society; but this alternative was rejected in favor of “biologi- 
calism ” because of the otherwise seemingly inexplicable phe¬ 
nomenon of misery amidst progress. Thus nineteenth century 
civilization and nineteenth century consciousness started out 
together on false premises. It is this matter of nineteenth cen¬ 
tury consciousness, and in particular the philosophical precon¬ 
ceptions of the economists who shaped that consciousness, 
which we want to examine at considerable length in our 
critique of Polanyi, which we are now ready to undertake. 

5 - 

Polanyi places great emphasis upon social conditions as the 
environmental force which accounts for the views of thinkers 
about economic problems. Smith lived in times of mild pros¬ 
perity and only minor pauperism; he w^as optimistic about so¬ 
ciety as a whole and the future of the working classes. Town¬ 
send was disturbed by the growing pauperism, and he thought 
in biological terms centering around food supply and hunger. 
The Berkshire justices did not foresee the coming wave of 


82 Ibid., p. 127 . 



Il8 HAS MARKET CAPITALISM COLLAPSED? 

prosperity and thought that subsidization would solve their 
immediate problem without any concern for wider ramifica¬ 
tions of their action. The classical economists discerned the 
operation of market forces, but did not comprehend the true 
significance of Speenhamland and therefore generalized for the 
future an explanation that was aimed at the paradox of their 
own time. 

This view of the conditioning factors of classical thought 
helps to give us a better perspective on Polanyi's insistence 
upon the importance of Speenhamland. Speenhamland set up 
a countermovement which kept labor impoverished despite the 
vast economic improvement and wave of prosperity which so¬ 
ciety was about to experience. As time went on the paradox 
became more manifest, but the causes remained hidden; society 
got richer and the working class got poorer. The answer of the 
theoretician was that such were the laws of the economic 
order—the poor must remain poor. They failed to see that it 
was social protectionism which caused impoverishment in the 
face of progress brought about by market forces. Thus the 
peculiar combination of circumstances at the time of Malthus 
and Ricardo was responsible for the colossal blunder of eco¬ 
nomic liberalism; market industrialism brought prosperity and 
unemployment, the latter aggravated by the counter-force of 
Speenhamland protectionism. 

We might ask again whether it is not true that the market 
economy was in an incipient stage before Speenhamland, and, 
indeed, whether Polanyi's own evidence regarding the seven¬ 
teenth and early eighteenth century pauper literature does not 
tend to bear this out. The relevance, for example, of Defoe’s 
tract in Polanyi’s book would seem to depend on Defoe’s hav¬ 
ing already discerned the meaning of a market dynamic. If 
social conditions help shape the dominant ideas of an age, as 
Polanyi insists in explaining the rise of the classical school, 
then the incipient market dynamic may well have oriented 
Defoe. Defoe not merely issued an abstract warning that a mar¬ 
ket dynamic was incompatible with a pauper plan that either 
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competed with private business or undermined the competitive 
wage principle, but he was attacking pending legislation as 
impractical. Sir Humphrey Mackworth, a capitalist promoter, 
had introduced Mackworth's Bill into Parliament, which 
aimed at establishing a universal system of profit-making work- 
houses ^ and Defoe’s tract prevented its passage.®^ 

Mackworth’s attempt, other practical experiments such as 
that of Thomas Firmin long before,**® and the long line of 
theoretical plans cited by Polanyi, reflect that the era of ‘‘ peace¬ 
ful pauperism ” was nevertheless a challenging age which had 
specific forces at work evoking such specific responses. And 
the responses were parallel to those of the Industrial Revolu¬ 
tion era because the forces were parallel. Polanyi himself in¬ 
sists upon the parallel in thought. Why should it have been? 
He even admits the profit motive of Bellers’s plan, thus making 
Bellers more like Bentham than Owen: “ Sellers’ national 
scheme for the relief of unemployment was actually to be run 
for profit by capitalists! ” **® But though Polanyi concedes 
these parallels, he seems to think that the earlier period some¬ 
how merely prognosticated “the trend of social ideas of the dis¬ 
tant future We can concede that pauperism was not as 
pressing a problem in the period of Locke and Bellers as in the 
era of Bentham and Malthus, and that the greater urgency in 
the later period may well help to account for the stringency of 
the classical dismal science; but the theoretical concern for the 
same problem, the frequent resort to similar solutions in terms 
of profit exploitation, and even the hints of market analysis as 
in Defoe indicate that the earlier period was already confronted 
with a market dynamic. The economic theories of John Locke 

83 C/. Webbs, op. cit., pp. 114 - 116 . 

84 Idem. 
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were, as we shall see, cognizant on a fairly sophisticated level 
of the workings of market pricing. And Smith, after all, how¬ 
ever humanistic his outlook relative to his disciples, was nev¬ 
ertheless an analyst of a market system. So at least from Bel- 
lers and Locke to Smith, in the pre-industrial period, there 
was an analogous material and theoretical milieu for economic 
thought. 

It might be interesting to examine Bellers's schemes to see 
how thoroughly market-minded indeed they were, even if they 
did not comprehend Defoe’s dictum. His first work assures 
us in the title that he seeks by his scheme “ profit for the 
rich.” He extols profits as a good capitalist should: 

However prevalent Arguments of Charity may be to some, 
when Profit is joyned with it, it will raise most Money, pro¬ 
vide for most People, hold longest, and do most good; For 
what Sap is to a Tree, that Profit is to all Business, by in¬ 
creasing it and keeping it alive; so employing the Poor excells 
the barren keeping them ... 

His explicit plan calls for the employment of three hundred 
specialized workers, of whom two hundred will supply neces¬ 
sities for the whole community, and the other one hundred 
provide an annual return of iooo£ to i5oo£.^ He later sug¬ 
gests that the number can be expanded from 300 to 3000.®^ 
His only mitigation of the profit principle in this work is to 
indicate that the surplus may be reinvested or used to employ 
still more workers. 

A few years later he reformulates his proposal.®^ Here he 
explicitly asks the question whether entrepreneurs or the pub- 

88 John Bellers, A College of Industry, etc., abridged and ed. by A. Ruth 
Fry, John Bellers, 1654 - 1725 , pp. 33 - 48 . 

89 Ibid., p. 37 . 

90 Ibid., pp. 40 , 41 . 

91 Ibid., p. 44 . 

92 John Bellers, Essays about the Poor, Manufacturers, Trade, Planta¬ 
tions, and Immorality, etc., abridged and ed. by A. Ruth Fry, op. cit., 
pp. 53 - 80 . 
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lie should supply the capital, and he answers the entrepreneurs 
for the sake of efficiency.®^ He calculates this time that 500 
laborers can produce a surplus of 3ooo£.®^ He exhorts the 
rich to their Christian duty to rule well over the poor, but not 
give away their estates. Ruling well means to realize that the 
per capita wealth of England is 4o£ and whatever wealth an 
individual has above this must be used as capital, putting one 
worker to work for every forty pounds. Religious injunctions 
pervade Bellers’s writings. Christianity and capitalism are 
made consonant by his plan. 

In 1714 he expands his proposals.®^ Here he distinguishes 
between the able-bodied unemployed and the unemployables. 
He now sets the rate of profit at 12%.®® The nearest he comes 
to anything like a proposal to circumvent the profit motive ap¬ 
pears in this work: But the Founders may leave as much of 
the Profits among the Poor as they please.’’ ®^ 

Bellers was clearly an enthusiastic supporter of the profit 
motive. He saw in the profit motive the stimulus to put labor¬ 
ers to work, without which w'ork there would not be wealth 
for anyone. He truly believed that it was legitimate that The 
Labour of the Poor [are] the Mines of the Rich.” ®® His idea 
of labor notes was based on the theory that the scarcity of 
money was the cause of unemployment, and that in his com¬ 
munities money would not be needed.®® He w^as trying to cir¬ 
cumvent the use of money rather than of profits. But he did 
not develop his idea, and presumably the investing capitalist 


93 Ibid., pp. 57, 58. 
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95 John Bellers, An Essay Toward the Improvement of Physic, etc., with 
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would Still need to use money, and receive his profits in money. 
Bellers was a philanthropic, benevolent, pious capitalist, and 
hoped to reform society by disestablishing the pauper's de¬ 
pendence on the public " and instead getting the rich to ac¬ 
cept as their Christian duty the obligation to employ the poor 
in productive communities at good profits. We have here an 
anticipation of laissez-jaire if not of a self-regulating market, 
and all based on Christian ethics! Lo! Christ and mammon 
can be reconciled. 

6. 

Polanyi blames social conditions for the catastrophic change 
in outlook between Adam Smith and Ricardo. He objects to 
the utilitarian, “ biologicalist," non-human foundations of 
classical economics. The early seekers after social law were 
metaphorical. Not only Smith but Hobbes is essentially guilt¬ 
less. Townsend makes the fatal innovation, and classical lib¬ 
eral thought is tainted from thence forward. Once more we 
have a reiteration of Polanyi's challengeable theory of abrupt 
change rather than slow development. 

Polanyi raises profound questions concerning the nature of 
society and economy, social science and economics; but he ap¬ 
proaches the problem obliquely. He disdains utilitarianism as 
a philosophy. He disapproves of economic determinism. He 
complains about psychological dualism. He is disgusted with 
the crude “ biologicalism ” of Townsend and the conception of 
natural laws applied to society as though they w^ere the laws 
of a purely mechanical Nature. All these erroneous doctrines 
are found, he says, in classical economics. All of them ignore 
the unity of society and misrepresent the true character of 
human nature. But instead of discussing these issues as such 
at any great length, he attacks them indirectly. His refutation 
is not on the philosophical level upon which the doctrines have 
their essence, but rather on two other levels. One level is that 
of mere assertion of the absurdity and perniciousness of the 
doctrines, accompanied by an account of the sad history of 
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their deleterious consequences. The other level is that of sociol¬ 
ogy and anthropology. We are told that anthropological in¬ 
vestigation of primitive societies and historical evaluation of 
ancient and modern civilizations reveal laws of society which 
contradict the classical picture. (It is interesting that Smith 
is somewhat identified with the classicists because their Eco¬ 
nomic Man traces to his belief in the natural propensity of man 
to '' barter, truck and exchange one thing for another 
whereas Smith is later absolved of blame for classical aberra¬ 
tions.) Man is naturally a social animal; society is historically 
a functioning whole; economy is embedded in society; and 
there are no distinctive economic motives. All of this is appar¬ 
ent from a survey of other times and other peoples. 

The objection to the first level of rebuttal is that it is too 
pragmatic. It is not quite enough to point to modern troubles 
and assume that the philosophical errors of our forefathers are 
responsible. The trouble with the second level is a more subtle 
one. There are two counts against the social scientific approach 
as employed by Polanyi. The first objection is that it is not 
self-consistent. If a survey of cultures is to demonstrate truths 
about humanity, then the survey must be exhaustively thor¬ 
ough. Polanyi’s is anything but thorough enough. He is lim¬ 
ited to a few sources, which he neglects for the most part to 
cite explicitly. There are many societies about which he says 
nothing, his authorities say nothing, and about which little or 
no research has been done. Moreover, his analysis is inade¬ 
quate to show the validity of the generalizations w'hich he does 
make. Some of these problems were mentioned in Chapter II, 
but we did not then go into detail concerning the insufficient 
thoroughness of his analysis because our main concern there 
was the taxonomical one of the significance of Polanyi’s classi¬ 
fication of all pre-industrial societies into three categories. But 
it might be profitable to investigate further at his point. Be¬ 
fore doing so, let us note that the other objection to Polanyi’s 
attack by means of a survey of cultures is that however com¬ 
prehensive and penetrating, such an approach must remain 
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somewhat wide of the mark. The questions Polanyi raises arc 
philosophical ones, and should be investigated by philosophical 
analysis. A survey of cultures must always remain inadequate 
as proof in such queries, although they can illustrate by ex¬ 
amples the truth and relevance of philosophical generalizations. 

♦ ♦♦♦♦♦♦ 

Polanyi’s discussion of primitive * economics, with special 
reference to the Papuo-Melanesians of the coast and outlying 
islands of New Guinea, is ambiguous, inasmuch as it fails to 
give a complete picture of the economic life of these peoples 
and thereby misrepresents by false perspective. Moreover, this 
one example is insufficient to establish a universal rule, al¬ 
though it serves to prove the existence of an exception to the 
presumed universal rule of the economic man. Polanyi, we re¬ 
call, wishes to show that Smith and his liberal successors were 
completely wrong in holding the following assumptions about 
primitive man: (i) that savage man has an instinct for hig¬ 
gling barter; (2) that division of labor grew among primitive 
peoples as a result of barter (conceived as identical with ex¬ 
change'' and ''market''); (3) that all primitive economic 
life is built upon the market and division of labor; (4) that 
specific psychological motives in primitive man form the basis 
for economic, that is market, behavior, viz., (a) desire for 
gain, (b) desire to minimize labor, (c) fear of starvation as 
an incentive to labor, (d) this fear leading to willingness to 
labor for another merely to receive remuneration (wages or 
subsistence). Polanyi denies the propensity to, or widespread 
practice of, barter in primitive society. He denies that trade 
must mean barter or even the market. He insists that division 
of labor is not dependent upon the market. And above all he 
denies both economic motives and any specific institutions 
built upon them. 

The Trobriand Islanders and their Kula neighbors consti¬ 
tute but one cultural complex, and as such cannot support gen¬ 
eralizations about the hundreds of other extant and unknown 
numbers of other extinct primitive societies. His example 
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shows the embeddedness of economy in general social relation¬ 
ships only for this people. Of course, we may presume that 
Polanyi has culled the literature, as his appended Note 6 would 
indicate, and merely presented this one case as an illustrative 
example. It is adequate to refute any complacent supposition 
of the universal calculating economic self-interest motive as 
necessarily basic to economy, but further research or exposition 
of research is required to rule out completely the proposition 
that such a motive nevertheless does play a role among some 
people to at least some degree. 

An added difficulty is that extant primitive peoples, or even 
earlier primitive peoples of historical times, represent a state 
of human society some millennia removed from its primordial 
state. Whether or not considerable growth of cultural sophis¬ 
tication and complexity of economic and social organization 
took place during this long interval is perhaps an insoluble 
problem. Yet social control as we observe it in historical 
primitive society may have been an earlier achievement of 
mankind. All this would not, of course, detract from the force 
of Polanyi’s contrast between the economy of other human 
cultures and the separate economic sphere of market society. 

The chief difficulty, however, with Polanyi’s presentation 
of primitive economics is that he overstates by exaggeration, 
omission, and distortion a case already established. Reciprocity 
does indeed play a major role in Trobriand internal economy 
and in the Kula trade. As a matter of fact redistribution is 
also important in Trobriand economy, as an extension of reci¬ 
procity. Thus Polanyi establishes his point that the market is 
not a universally basic economic institution. But unfortunately 
he attempts much more than is necessary for his purpose; he 
seeks to leave the impression that barter and the gain-motive 
are altogether nugatory in primitive society — particularly 
among the tribes engaging in the Kula trade. The great re¬ 
searches of Malinowski upon this subject, upon which Polanyi 
bases his argument, do not bear this out. 



126 HAS MARKET CAPITALISM COLLAPSED? 

Perhaps we should first define gain. Polanyi uses it exclu¬ 
sively in the sense of profit—a surplus acquired by receiving 
more in exchange than one has surrendered. This is a technique 
rather than a motive. The motive is to aggrandize one's self 
with goods. Other techniques would seem to be on an equal 
footing with the profit technique, such as to give up what one 
does not want for what one does want, or what one wants less 
for what one wants more. Or, exchange may not even be in¬ 
volved, and the gain motive would still be at work, as when one 
refuses to give away what one has. In short, the gain motive 
would appear to be identical with the desire for possession of 
goods. Gain, so viewed, seems to be fairly ubiquitous in human 
cultures, as in the descriptions of anthropologists of the uni¬ 
versal desire for goods in excess of subsistence needs, of desire 
for ornament, of desire for hoarding wealth and treasure. 
Compare, for example, Malinowski’s statement: “ We know of 
tribes without clothing, but of none without ornaments." 

This analysis leads to an even more basic problem of defi¬ 
nition, namely of the key term " economic ". Polanyi might 
object to my definition of gain by insisting that gain so broadly 
defined side-steps the question of whether gain plays an eco¬ 
nomic role. According to him gain does not organize the labor 
system, does not integrate economic activity, and the kind of 
gain of which I speak is irrelevant since accumulation of goods 
in primitive society never has any bearing upon mere subsis¬ 
tence, and indeed such accumulated goods are sought primarily 
for non-substance ends involving prestige and other broad 
social values. In the Trobriands, for example, men accumulate 
yams only to give them away, to display them, and to let them 
rot—never to eat them themselves. Gain is thus not operative 
in a selfish way, except insofar as the desire for prestige is 
selfish. My reply would be that (a) profit-type of gain is not 
unknown, (b) subsistence and standard of living do depend 

100 Bronislau Malinowski, “Anthropology Encyclopaedia Britannica, 
Thirteenth Edition, I, 1347. 
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upon success in accretion of goods even if the direct motive is 
not subsistence, and (c) it is arbitrary and unrealistic to dis¬ 
sociate prestige elements from the scope of the term economic 
—the reason for seeking the goods is irrelevant. 

This brings us to the concept of the distinction between sub¬ 
sistence economy and prestige economy introduced by Cora Du 
Bois.^^^ In the cultural area she describes, a distinct social in¬ 
stitution exists whereby prestige, social status, life goals are 
achieved—an institution which involves wealth-objects as in¬ 
strumentalities to these broader goals. The subsistence econ¬ 
omy, or the arrangement for producing goods and distributing 
bare subsistence, is not integrated with this highly developed 
prestige organization. Polanyi would presumably limit the 
term economic to what Du Bois calls the subsistence economy; 
I would include both the subsistence and the prestige economies 
under the single rubric '' economic sphere The difference is 
of great importance. Polanyi, in his insistence upon the en- 
gulfment of the economic by the social, tends to delimit the 
very essence of the nature of the economic. Because wealth- 
objects perform religious, aesthetic, political, and other broad 
social functions does not keep them from being at the same 
time economic. On the contrary, this very multilateralness of 
the role of wealth-objects shows the interpenetration of the 
various aspects of society and the essential unity of so¬ 
ciety. The economic is but one aspect of certain social 
phenomena. A rough definition of the economic sphere 
might be something like this: all human activity which 
is directed towards the procurement of physical things wanted 
(whether directly from nature, by reworking nature, or at 
second-hand from other persons) and the procurement of 
human services regarded as human aids to or substitutes for 
the procurement of physical things wanted. It is the psycholog- 

101 Du Bois, Cora, “ The Wealth Concept as an Integrative Factor in 
Tolowa-Tututni ”, Essays in Anthropology Presented to A. L. Kroeber^ 
p. 50 and passim. 
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ical fact of pursuit (of goods and services) which characterizes 
the economic aspect. It is irrelevant that such pursuit may 
involve technology, craft, art, magic; may be directed to non¬ 
subsistence ends; and may be controlled by complex social ar¬ 
rangements and social sanctions. In short, subsistence too 
severely delimits the concept economic, if we want that concept 
to serve equally in all cultures and want it to be adequately 
distinguished conceptually from other areas of society in order 
to show the interrelationship of areas. 

In many a society, including our own, there is a prestige 
and power dimension to economic activity. But at the same 
time, that very prestige and power resulting from economic 
possession usually entails an improvement in level of subsis¬ 
tence for the individual, his standard of living. Thus the divorce 
between subsistence and other types of uses for wealth-objects 
is artificial. Even where there is a complex prestige organi¬ 
zation, a “ prestige economy as in the Tututni or Tro- 
briands (for such is their Kula organization), subsistence ele¬ 
ments are bound up with it. It is, to be sure, certainly corrobo¬ 
rative of Polanyi's basic outlook that in societies having the 
subsistence-prestige economy duality the duality itself pro¬ 
tects the individual from fear for bare livelihood; success in 
the prestige economy is not a condition for survival. But it is 
also significant that in the Tututni of Du Bois’s example, 
higgling barter, “ scheming parsimonyand self-seeking in¬ 
dividualism play a central role in the prestige economy, for it 
shows that capitalist psychology is not unknown to primitive 
peoples, but rather that the bare necessities of life are not made 
to depend upon it. 

The prestige elements in the reciprocity system of the Tro- 
brianders both exclusive of the Kula and in the Kula itself, 
and I dare say in all primitive prestige economies, involve a 
causal interdependence of prestige and the enjoyment and con¬ 
sumption of goods. In the first place, prestige, it seems clear, 
must derive from possession of goods—even though the goods 
are given away, displayed, or destroyed rather than ‘'con- 
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sumed —because of joy in the goods themselves. Malinowski 
carefully explains the great artistic effort spent upon the Kula 
‘‘ valuables the love of gloating fondling by the temporary 
owner, the bribes (sometimes in ^‘subsistence goods'") to 
possess a particularly prized “ valuable ", and the obvious re¬ 
luctance of the owner to part with a “ valuable "—often in¬ 
dicated by a demonstration of anger. The goods are wanted 
for prestige, but they are also wanted for themselves; and they 
have prestige because they are wanted. In short, “ psycholog¬ 
ical consumption " takes place, even though custom demands 
that after the passage of time the “ valuables " must be re¬ 
linquished. Malinowski states: “ The Kula native loves to 
possess and therefore desires to acquire and dreads to lose." 

A second fact of importance is that the divorce between 
prestige economy and subsistence economy, or prestige ele¬ 
ments and subsistence elements, is not and can never be abso¬ 
lute. Subsistence items may become the “ valuables " of the 
prestige economy. Subsistence items may enter indirectly, as 
in the " bribe " gifts in the Kula trade.But above all, the 
“ wealthy " man in the prestige economy may also be wealthy 
in subsistence goods, and certainly has considerable control 
over allocation of subsistence goods. 

So prestige may be the object of the accumulation of goods, 
but nonetheless " gain " is a crucial element both in the sub¬ 
sistence and non-subsistence sense. The breakdown between 
economic and non-economic or the criterion of subsistence or 
prestige is therefore artificial. 

To return to the problem of the Trobriands and their Kula 
neighbors of New Guinea and the adjacent archipelago, barter, 
gain, profit, and self-seeking aggrandizement of goods for 
utilitarian purposes exist in a larger degree than Polanyi 
would have us believe. In view of the above discussion, the 
most obvious thing about the Kula proper is that, although 

102 Bronislau Malinowski, Argonauts of the Western Pacific, p. 96. 
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economic and a kind of trade, it does not answer the question 
of how the Papuo-Melanesians provide for their subsistence 
needs. The significant fact omitted by Polanyi is that though 
there is a Kula proper, which he discusses, it is never pure. 
That is, ordinary barter of subsistence goods is always a con¬ 
comitant of the Kula. Indeed the antiquarian question might 
be put of whether the Kula did not develop on one level as 
some sort of ceremonial, externalized from the barter, serving 
to protect the peace of the bartering trade. It is significant in 
this connection that not all the tribes in the area practice the 
ceremonial Kula proper, and that the Kula exists between 
tribes that war upon each other and even between tribes of 
different culture. It should be stated, however, that the Kula 
and prestige economies in general are remarkable examples of 
man’s capacity to organize his life-values institutionally, and 
thus they have a meaning quite distinct from their economic 
dimension. 

Malinowski was more interested in the Kula proper, but he 
does not ignore the concomitant barter, or “ gimwali In 
fact, Malinowski takes note of the problem of the relationship 
of Kula and the concomitant gimwali, and concludes that from 
the sociological point of view one might well regard the Kula 
as only an indirect stimulus to impel the natives to sail and 
trade, but from the point of view of pure ethnographic descrip¬ 
tion (which he takes) the natives themselves regard the Kula 
as primary.^^ But Malinowski’s “ functional ” approach for¬ 
bids him to examine the historical aspects of the problem.^®® 
It would seem that the two views are reconcilable as two dis¬ 
tinct levels of significance of the Kula. 

Gimwali plays a role both within and outside the Kula sys¬ 
tem. Distinct from the Kula are these examples: 

This bartering, pure and simple, takes place mainly between 
the industrial communities of the interior... and the agricul- 

I 0 \lhid.y pp. 100, lor. 
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tural districts of Kiriwina, the fishing communities of the 
West, and the sailing and trading communities of the South.^®® 
There is one instance of gimwali which deserves special 
attention. It is a barter of fish for vegetables, ... and takes 
place between villages which have no standing wasi partner¬ 
ship and therefore simply gimwali their produce when neces¬ 
sary.'^"^ 

As concomitant with the Kula Malinowski mentions the 
gimwali as follows : 

... Between the visitors and the local people there takes 
place, also, barter pure and simple {gimwali) 

... There is the local resident, not his personal Kula partner, 
with whom he [the visitor] carries on gimwali. Finally there 
is the stranger with whom an indirect exchange is carried on 
through the intermediation of the local men.'^ 

Definite profit may be involved, as when a man “ buys a 
basket in one community for 12 coco-nuts, and then ‘"sells” 
it in another community for 12 coco-nuts plus sago and a 
belt.''^ 

Gimwali is subsidiary in the attitude of the natives, but is 
significant objectively: 

But if I say that every visitor from Boyowa, brings and 
carries away about half-a-dozen articles, I do not under-state 
the case.'" 

Moreover, the Kula expedition is used not only for the cere¬ 
monial Kula and for gimwali, but for direct appropriation of 
goods by fishing. 

106 Ibid., p. 189. 

107 Ibid., p. 190. 

108 Ibid., p. 562. 

100 Ibid., p. 363. 

HOC/, table of profits, idem. 

Ill Idem. 
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Aside from the Kula, the Trobriander is not 100% rccipro- 
cative and social-minded in his economic activities. Thus 
Malinowski writes: 

... The keen self-interest and watchful reckoning which 
runs right through fall transactions].^^* 

Now nothing has a greater sway over the Melanesian’s 
mind than ambition and vanity associated with a display of 
food and wealth.^^^ 

Generosity is the highest virtue to him, and wealth the es¬ 
sential element of influence and rank. The association of a 
semi-commercial transaction with definite public ceremonials 
supplies another binding force of fulfilment through a special 
psychological mechanism: the desire for display, the ambition 
to appear munificent, the extreme esteem for wealth and for 
the accumulation of food.^^^ 

Whenever the native can evade his obligations without the 
loss of prestige, or without the prospective loss of gain, he 
does so, exactly as a civilized business man would do.^^® 

The savage is neither an extreme “ collectivist ” nor an 
intransigent individualist ” — he is, like man in general, a 
mixture of both.^^® 

Sorcery gives a man power, wealth, and influence; and this 
he uses to further his own ends.^^"^ 

.. . Sexual success, beauty, skill in dancing, ambition for 
wealth and recklessness in display and in the enjoyment of 
worldly goods, too much power in sorcery—these are enviable 
failings or sins, dangerous, since they arouse jealousy of the 
mighty, but surrounding the culprit with a halo of glory. 

112 Bronislau Malinowski, Crime and Custom in Savage Society, p. 27. 

113 Ibid., p. 29. 

114 Idem. 

115 Ibid., p. 30. 

mibid., p. 56. 

117 Ibid., p. 86. 

US Ibid., p. 91. 
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But the idea of personal property, and the joy of possession, 
attach above all to articles of luxury like glass beads, shell 
rings, bone necklaces, and the like.^^® 

The villager is always in danger from the envy of his neigh¬ 
bors. It takes the form of bringing pressure to bear in order 
to induce him to give away his surplus and thus equalize their 
shares with his own.... On the other hand, any one compelled 
to make a distribution may attempt to secure something for 
himself by hiding a part of his store. 

Superficial observation would lead us to assume that under 
strongly developed communal economics, governed by the 
principle of distribution, it would be impossible to possess or 
accumulate objects of value. But it is most of all in advanced 
systems of communal economics, that private property is found 
to exist and objects of value, such as mats, are hoarded.... 
The possession of these valuables confers personal respect and 
distinction and, in these stratified societies, it is limited to the 
chiefly caste. 

In summary, our complaint against Polanyi’s primitive eco¬ 
nomics is that he is so anxious to embed the economy in 
society that he denies and ignores the rebellious factors. Tro- 
briand society does conquer these factors, but they are nonethe¬ 
less present. Malinowski sums up the balance which he finds: 

Thus the binding force of these rules is due to the natural 
mutual trend of self-interest, ambition, and vanity, set into 
play by a special social mechanism into which the obligatory 
actions are framed.'^2 


7 - 

Thus far we have criticized Polanyi’s conception of the 
uniqueness of modern market economy and market economics 
on two scores. We have, first, attempted to show that social con- 


119 Ibid., p. 180. 

120 Ibid., pp. 182, 183. 

121 Ibid., p. 186. 

172 Ibid., p. 67 . 
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ditions in the time of Malthus and Ricardo form part of a pat¬ 
tern dating back to the commercial revolution, and that market 
psychology manifests itself in economic theory and practice 
long before Malthus and Ricardo. Secondly, we have pointed 
out that Polanyi’s authorities do not altogether agree with his 
interpretation of primitive man, and that acquisitiveness, bar¬ 
ter, and individualism play a role, albeit a different kind of role, 
in primitive society, so that the classical economists were not 
altogether wrong in their psychology. Neither of these stric¬ 
tures attacks the more fundamental doctrines that the industrial 
revolution, the factory system, and the automatic market mark 
an unprecedented revolution in the organization of human 
society; and that classical economics was falsely grounded both 
in philosophy and in basic social science. It remains to examine 
the ideas of the economists themselves. 

Even if we should grant the perniciousness of the effects 
upon classical economic theory of Benthamite utilitarianism 
and Townsendite biologicalism,’' the question remains just 
how far wrong Malthus and Ricardo were as a consequence, 
and how far they really departed from Adam Smith. The 
fundamental question is the character of scientific laws applied 
to the social order. A secondary question is the relative sound¬ 
ness of Smith and the later classicists on this point. The best 
approach to this complex of problems might be to investigate 
the evolution of the concept of natural law in the history of 
ideas. 

Polanyi complains that the classicists abused the concept of 
natural law. Instead of seeking social laws they enunciated 
economic laws which they generalized into social laws. The 
law of wages and the law of population were postulated as 
inexorable laws of society. Being unescapable eternal neces¬ 
sities, they became not merely economic regularities, not mere 
social uniformities, but also moral obligations. Thus scientific 
law has become confounded with moral law. Moreover, it is 
a false scientific law both because it reified an economic sphere 
independent of the social sphere, and also because the laws are 
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essentially false in that they confuse man with the biological 
order. He blames the practical transition upon popular accep¬ 
tance of the validity of classical formulations of economic and 
social law. Bentham and Townsend are the villains of the 
piece. Smith, the creator of economic science, was free of guilt. 

The classicists did, indeed, mistake the nature of man and 
of human society, and made excessively mechanistic their 
elaboration of economic laws. But their temptation to do so in 
the name of science was strong, and their error was not wholly 
original with them. Smith was likewise guilty, though not to 
the same degree. Smith derives his analysis and his outlook 
from John Locke, the true creator of modern social science and 
economic science. Let us examine the history of the concept 
natural law and its role in shaping science, philosophy, and 
social science. 

♦ ♦ ♦ ♦ 

Greek thinkers never used the term “ law in the modern 
metaphorical way which we find in Pope’s praise of Newton, 

Nature and Nature’s laws lay hid in night; 

God said, Let Newton be! and all was light. 

Greek organized knowledge was formulated in terms of first- 
things ”, principles, When the Greeks, in rare instances, 

linked law or nomos (vo/xo?) and nature or physis they 

meant something very different from what Pope meant— 
rather what the authors of the Declaration of Independence 
meant in speaking of the ” laws of nature and nature’s God ”. 
This latter usage is close to the original and literal meaning of 
law as a decree laid down by a superior authority to guide 
human conduct—merely extending the group affected from 
the political state to the whole human community, and magni¬ 
fying the law-giver from human to super-human status. The 
Hebrew concept of the divinely ordained Torah or Law is an 
exact parallel. ” Law ” in classical times, both with the Greeks 

123 “ Lay ” is the etymon of “ law ”, yifjM of v6p.o<i, and perhaps “ legere ” 
of “lex”. 
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and with the Romans, meant behest, and so was essentially an 
ethical and not a scientific concept. 

Thus, although the ethical concept of a moral, God-ordained 
natural law was known to classical thought, scientific laws of 
nature were unknown. Ethical natural law is presaged in 
classic Greece in Empedocles, Sophocles, and Aristotle.^^* 
Aristotle explicitly discusses the distinction between laws 
which are merely enacted in a particular place, perhaps having 
no more moral force than the need to have some sort of con¬ 
vention one way or another, and laws which are universally 
binding, common to all men, and based on absolute principles 
of justice. The latter variety is according to nature 

The Stoics were the first to emphasize the concept of natural 
law. They thought of all the universe as ordered by divine 
reason, and of a moral world-community subject to the laws 
of Reason, or God, or Nature. The concept remains an ethical 
one, the whole orientation of Stoic philosophy being centered 
around the problem of what constituted the wise man. 

The practical-minded Roman thinkers were influenced by 
the Stoics, and tended to identify their functioning jus gentium 
or law of nations with natural law {lex naturae, jus naturale, 
etc.). The jus gentium was the commercial law built up by 
custom and court precedents which applied to citizens and non¬ 
citizens alike. Cicero discussed natural law as a sort of ideal 
underlying the law common to different peoples, the jus gen¬ 
tium. Natural law remained the rationale of the jus gentium 
during the empire, when jus gentium was extended to the new 
territories subjected to Rome. Justinian's Institutes cites the 

124 Aristotle Rhetoric i. 13 discusses the subject and cites Eimpedocles 
and Sophocles. 

125 Idem, and Nichomachean Ethics, v. 7, I)i34b 18-21. 

126 “ Koivov Sc Toi/ Kara ipvaiv Aristotle Rhetoric i. 13, 1374b 4 

127 Cicero De legibus i. 6, ii. 4, ii. 24; De officiis iii. 5, 6, 17; De natura 
deorum i. 14; De republic a iii, 22; and elsewhere. 
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Roman jurists, and thus the concept of natural law is carried 
over into mediaeval thought. 

Throughout this entire era natural law is consistently con¬ 
ceived as an ethical concept. Mathematics, science, and philos¬ 
ophy (exclusive of jurisprudence) sought principles, not laws. 
Even when natural law was discussed in jurisprudence, the 
search was for the universal principle of justice underlying 
enacted laws. Laws of nature in the Newtonian sense were 
unknown.Such Hellenistic scholars as Euclid,Apol¬ 
lonius,^®® Archimedes,and Ptolemy employ such con¬ 
cepts as definition (opo? or '‘boundary”), axiom (Koiva Iwoia 
or "common notion”), postulate (atTt/ma), hypothesis 
(uTTo^cW or "foundation”), and proposition (TrpoTocrt?)—but 
not law. Ptolemy, for example, is just as convinced of order as 
Copernicus and Newton, but he sees no need to express this 
conviction in terms of law. Thus he defends his construct of 
the solar system because it accounts in simple terms for its 
order: 


There is nothing in the observable disorder [in the pheno¬ 
mena (the retrograde motions of the planets)] which is in¬ 
compatible with their essential immutability. The cause of 
this impression of irregularity can be explained by just two 
primary and simple hypotheses [viz., the eccentricity and 
the epicycle hypotheses, geoccntricity being previously as¬ 
sumed]. 

128 One authority claims that the modern view was “ faintly apprehended ” 
and “occurs rarely” in classical times. But he is able to cite just one in¬ 
stance, and this in a judicial code during the period of the Roman empire. 
Vd. James Bryce, Studies in History and Jurisprudence, II, 562 . 

129 Euclides, Elements : J. L. Heiberg, Euclidis opera omnia. 

130 Apollonius of Perga, Treaties on Conic Sections: J. L. Heiberg, 
Apollonii Pergaei quae graece exstant ... 

131 Archimedes, Works: J. L. Heiberg, Archimedis opera omnia. 

132 Claudius Ptolemacus, Almagest (Syntaxis Mathematica), ed. 
M. Halma. 

133/bid., iii., 3 (Vol. I, p. 170 ), translated by the present writer. 
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Even when we get to Newton, the man most responsible 
for introducing the present-day scientific usage of the term 
‘‘ laws of naturewe find that his great book is entitled 
Mathematical Principles oj Natural Philosophy, in which his 
“ laws of motion are also called axioms 

Thus in time a peculiar reversal and confusion took place. 
Originally principles were scientific and laws were ethical. In 
modern times science talks in terms of laws rather than prin¬ 
ciples—science as a body of principles has become confounded 
with the idea of a corpus of laws.^^® And the ancient ethical 
concept of natural law has in modern times been confounded 
with the new scientistic concept of laws of nature; man and 
nature are regarded in scientific terms, and natural law becomes 
often, therefore, a deterministic idea of what man must do 
rather than what he should do. This confusion is carried over 
into social science, which is inherently partly ethical and partly 
scientific, so that natural laws of society ” are presumed to 
have both scientific validity and moral cogency. This is the 
confusion which Polanyi complains of, but it has its beginnings 
before Malthus and Ricardo. 

In Christian mediaeval Europe natural law was not only an 
ethical and juristic concept, but also had a theological signifi¬ 
cance. The New Testament promulgated the New Law, and 
so God's revelation had to be harmonized with philosophy and 
jurisprudence. St. Thomas Aquinas in The Treatise on 


134 Sir Isaac Newton, Philosophiae naturalis principia mathcm<itica, tr. 
Andrew Motte, ed. Florian Cajori, p. 13. 

135 Writers in the field of jurisprudence have occasionally noted that 
science speaks of law in an analogous sense, although they do not agree on 
a verdict as to the propriety of the usage. Cf. Sir Frederick Pollock, ftssays 
on Jurisprudence and Ethics, pp. 42 ff. None of them discerns the fact 
that whether science speaks of principles or of laws is completely irrelevant 
to the content of the science produced; the harm comes when philosophy 
borrows back the term and in the process identifies itself with science, not 
recognizing that when science speaks of laws it means something quite dis¬ 
tinct from the traditional usage. 
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Law'' in the Summa theologica achieved a synthesis by 
making careful distinctions. The eternal law (of God) governs 
all things, and as applied to man and as man by his own natural 
powers of reason is cognizant of it, is called natural law. 
Human law (of political states) is derived from this ethical 
natural law. In addition, man can receive dictates of divine law 
by direct communication from God, which are of a sort not 
available to his unaided reason and are directed to eternal sal¬ 
vation. Eternal law might seem to include scientific law as 
well as the ethical natural law, except that Aquinas evinces no 
interest in science. The human reason when seeking laws is 
searching for guidance for human life. 

This Thomistic concept of ethical natural law is transformed 
in modern thought by a succession of writers including Bodin, 
Althusius, Grotius, Hobbes, Spinoza, Pufendorf, and Locke. 
At the same time modern science appears on the scene and be¬ 
gins to adopt the concept of natural law for its own purposes. 

Id 

The scientific development of the idea of laws of nature pro¬ 
ceeds from Leonardo through Copernicus,^®® Kepler,^®* 
Galileo,and Descartes,to Newton.Newton gives his 
scientific laws divine sanction.^^® The idea of a world-machine 

136 Part II (First Part), QQ XC-CVIII. 

137 Cf. Leonardo Da Vinci, Notebooks, translated and edited by MacCurdy, 
p. 1128. 

138 C/. Nicholas Copernicus, De revolutionibus orbium caelestium, 
translated On the Revolution of the Celestial Spheres by Charles Glen 
Wallis, I, 7 . 

139 Cf. Johann Kepler, Mysterium cosmographicum de admirabili pro- 
Portione orbium coelestium ..., passim. 

140 Cf. Galileo 6 Madama Cristina di Loreni, cited by John Herman 
Randall, The Making of the Modem Mind, p. 239. 

141 Cf. Rene Descartes, Discours de la mithode pour bien conduire sa 
raison et chercher la v^ritS dans la sciences, translated by Joseph Vcitch, 
Discourse on Method, pp. 44-46. 

142 Cf. besides discussion above, op. cit., p. 397. 

143 Cf. op. cit., p. 544. 
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established by God, the laws of which are discovered by sci¬ 
ence, is by this time an accepted philosophical presupposition 
of science. The highest formulation of these laws is in mathe¬ 
matical terms. 

The evolution of the ethical concept of natural law centers 
around the new concepts of natural rights, state of nature, and 
social contract. We find beginnings of this change in Bodin 
and Althusius.^^® But it is first forcefully put forth by Hugo 
Grotius.^^® The object is to explain the basis in right of the 
authority of the nascent modern state. The developed form of 
the new political doctrine was as follows. The pre-political 
stage of human society, or state of nature, is governed by God- 
given natural law which gives each individual natural rights, 
but these are delegated to the sovereign when men enter into 
a social contract to establish a political state. There is disagree¬ 
ment as to whether the people or monarch have sovereignty, 
but in either case monarchy is justified. Natural law becomes 
in this new approach something unenforceable, giving way to 
political law, indirectly based on natural law. Nevertheless, in 
Grotius, natural law still has moral force, and nations, which 
are still in a state of nature in their relations to each other, 
should observe the precepts of natural law—international law. 

This doctrine is taken up by Hobbes and Spinoza, and given 
a supposedly scientific basis. Polanyi excuses Hobbes by say¬ 
ing that he was just speaking metaphorically, and he does not 
mention Spinoza; but the real confusion of scientific and moral 
law begins with them, with deterministic and anti-humanistic 
overtones. There seems to be no reason for not accepting 
Hobbes at his face value when he espouses a thorough- 

144 C/. Jean Bodin, Six livres de la ripuhlique, tr. R. Knolles. 

145 C/. Johannes Althusius, Politico methodice digesta atque exemplis 
sacris et projanis; illustrata, ed. C. F. Friedrich. 

146 Cf. Hugo Grotius, De jure belli ac pads ..., tr. A. C. Campbell. 

147 See De cor pore politico and Human Nature, edited as The Elements 
of Law Natural and Politic by Ferdinand Tonnies, passim. 
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going mechanism in the physical, psychological, and social 
realms. Indeed, to him, in the last analysis there is but the one 
realm of matter in motion; the one science is mathematics, 
which studies the laws of nature governing “ figures and 
motion.'' It is not surprising that in his political doctrine he 
confounds physical might with moral right: “ Irresistible might 
in the state of nature is right." His basic political theme is 
a defense of absolutism. His laws of nature are not only mathe¬ 
matical laws of mechanics: 

The laws mentioned in the former chapters, as they are 
called the laws of nature, for they are the dictates of natural 
reason; and also moral laws, because they concern man's 
manners and conversations one towards another; so are 
they also divine laws in respect to the author thereof, God 
Almighty ... 

The scientific outlook of modern times has evoked in Hobbes 
a mechanistic metaphysics, which results in regarding man and 
human society as corpora, mere physical bodies. Mathematics 
can study them just as it studies physics. It is not strange that 
a harsh political doctrine emerges from this basis. 

Spinoza is a far more subtle philosopher, but in the end his 
position is very much the same as Hobbes’s. He was an out¬ 
right Cartesian, whereas Hobbes was influenced not only by 
the mathematicism of Descartes but also by the empiricism of 
Bacon. Spinoza makes man a part of nature and hence subject 
to mathematical necessity, the universal laws of nature: 

... I freely admit that all things are predetermined by uni¬ 
versal natural laws to exist and operate in a given, fixed, and 
definite manner ... 

\4&Ibid., p. xvii, cf. also pp. 50 , 51 . 

149 Op. cit., p. 56 . 

150 Op. cit., p. 74 . 

151 Benedict de Spinoza, Tractatus theologico-politicus, tr, R. H. M. Elwes, 
in Chief Works of Benedict de Spinosa, selections ed, A. G. A. Balz in 
Writings on Political Philosophy by Benedict de Spinoea, pp. 17 , lA. 
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By the right and ordinance of nature, I merely mean those 
natural laws of every individual wherewith we conceive every 
individual to be conditioned by nature, so as to live and act 
in a given way.^®^ 

We do not here acknowledge any difference between man¬ 
kind and other individual natural entities.^®^ 

This deterministic concept of the universe and man denies 
free-will and makes of right simply power as established by 
nature: 


... Every individual has sovereign right to do all he 
can ... 

The natural right of the individual man is thus determined, 
not by sound reason, but by desire and power.^®® 

And so by natural right I understand the very laws or rules 
of nature... and accordingly, whatever any man does after 
the laws of his nature, he does by the highest natural right, 
and he has as much right according to nature as he has 
power.^®® 

Natural law has become explicity identified with the univer¬ 
sal laws of nature and also with the moral laws of man. Thus 
any human act is condoned as part of natural necessity. It is 
not strange that this leads to Spinoza’s political doctrine that 
the monarch is absolute, except that if the subjects prove by a 
successful rebellion that they have more power, then he is 
wrong: 

.. . The sovereign right over all men belongs to him who 
has sovereign power, wherewith he can compel men by force, 
or restrain them by threats of the universally feared punish- 

l!)2 Ibid., p. 27 . 

153/6id., p. 28 . 

15i Ibid., pp. 27 , 28 . 

155 Ibid., p. 28 . 

156 Spinoza, Tractatus politico, tr. R. H. M. Elwes, in op. cit., ed. A. G. A. 
Balz, in op. cit., p. 86 . 
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merit of death; such sovereign right he will retain only so 
long as he can maintain his power of enforcing his will; other¬ 
wise he will totter on his throne, and no one who is stronger 
than he will be bound unwillingly to obey him.^®^ 

This culmination in Spinoza of the confusion in the modern 
double evolution of scientific laws of nature and moral natural 
laws would seem to refute Polanyi’s exculpation of earlier 
thinkers and his singling out of Townsend and the classical 
economists for condemnation. But so far we have observed 
only the confusion of science and philosophy. The threefold 
confusion of science, philosophy, and social science appears 
with the emergence of social science out of science and philoso¬ 
phy. This confusion is inherited from the older confusion as 
the concept and practice of social science itself emerge from 
science and ethics. John Locke is perhaps the key figure in this 
new synthesis. 

# 4c « 

Pufendorf is an important link in the chain stretching from 
Grotius through Hobbes and Spinoza to Locke. Pufendorf con¬ 
demns Hobbes and Spinoza and returns to the humanism of 
Grotius: 

But if that philosopher [Hobbes] really intended his words 
with the same harshness, and the same gross appearance which 
their countenance bears... let him shift as he can to escape 
the perpetual censure and reprehension of wise men. This is 
evident—that Spinoza has described that right of men to all 
things which attend a natural state in most horrid and bar¬ 
barous terms. 

Locke refers to Pufendorf in Some Thoughts Concerning 
Education with great respect. Hobbes and Spinoza said that 
the law of nature was a law of violence, Pufendorf and Locke 
said a law of peace and justice. Thus Pufendorf and Locke 

157 Spinora, Tractatus theologico-Politicos, Balz, op. cit., pp. 32 , 33 . 

158 Samuel Pufendorf, De jure naturae et gentium, translated as Of the 
Law of Nature and Nations by Basil Kenneth, p. 106 . 
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recognized natural law in the moral sense of the Stoics, though 
with the modern emphasis upon its political implications. We 
are speaking here of Locke the political philosopher, who trans¬ 
forms the social contract theory into a powerful defense of 
democracy.^®® 

But Locke was not merely a philosopher; he was also the 
formulator of modern social science and economics. Perhaps 
we should say a formulator,’^ because it is difficult ever to 
fix upon a single originator in the history of ideas. But we 
select him as the most significant because of his outlook, his 
works, and his influence. First as to his outlook, he was the 
first to transfer the Newtonian view of the world to the social 
order. Hobbes and Spinoza followed Descartes in an attempt 
to reduce all knowledge to mathematics. They did not estab¬ 
lish new sciences, but attempted to abolish old distinctions. The 
new concept of Locke’s is to recognize that man and society 
represent distinct spheres, but spheres as subject to investiga¬ 
tion and formulation into laws as the physical realm. Thus he 
writes: 

If others could give us so good and clear account of other 
parts of nature as he [Newton] has of this our planetary 
world, and the most considerable phenomena observable on 
it... we might in time hope to be furnished with more true 
and certain knowledge in several parts of this stupendous 
machine than hitherto could have been expected. 

Locke himself applied this concept to man, thus founding 
the science of man. As Professor Randall says, 

Both Locke and Newton stand at the threshold of a new 
era, Newton as the prophet of the science of nature, Locke as 
the prophet of the science of human nature. 

159 C/. John Locke, Of Civil Government, especially the second essay, 
edited by William S. Carpenter, Everyman’s Library. 

160 John Locke, Some Thoughts Concerning Education, Works, edition 
of 1823 , IX, 186 . 

161 J. H. Randall, The Making of the Modem Mind, p. 254 . 
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Isaac Newton ... stamped the identification of the natural 
with the rational upon the entire field of thought.^®^ 

Under the inspiration of Locke, the attempt was made to 
discover and formulate the science of human nature and human 
society.^®® 

Man and his institutions were included in the order of 
nature and the scope of the recognized scientific method.^®^ 

Locke believes in the applicability of the scientific method 
not merely to physical science, but to theology and the social 
order; 


All of these men [Newton, Locke, Tillotson, Clarke] were 
convinced Newtonians, believing in the methods of scientific 
rationalism and in the world-machine that was their outcome. 
All of them agreed that religion is ... essentially a science 
like physics, that is, a system of rational propositions ... to be 
tested as any other propositions are tested, by the evidence of 
human reason.^®® 

The empirical outlook is expressed in Locke’s own words: 

Whence has it [the mind] all the materials of reason and 
knowledge? To this I answer in one word, From Experience; 
in that all our knowledge is founded, and from that it ulti¬ 
mately derives itself. Our observation, employed either about 
external sensible objects, or about the internal operations of 
our minds, perceived and reflected on by ourselves, is that 
which supplies our understandings with all the materials of 
thinking.^®® 

♦ ♦ ♦ ♦ ♦ ♦ 

Locke thus has the outlook of modern science in its oper¬ 
ating form, and not mere reverence for its laws. He was a 

lG2Ibid., p. 255 . 

163 Idem. 

164 Idem. 

165/6id., p. 287 . 

166 John Locke, Essay Concerning Human Understanding^ Works, Vol. 
I, Bk. II, Chs. I, II. 
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physician by training, and understood science. He applied this 
concept to psychology, theology, and economics. In economics, 
the social science, he recognized the peculiar fusion of science 
and practice, of necessary order and malleable indeterminate¬ 
ness. This concept is to prevail in the systematic works of such 
economists as Adam Smith, Karl Marx, and J. S. Mill. It is 
significant that all four, from Locke to Mill, were philosophers 
as well as economists. They recognized that science can dis¬ 
cern the principles or laws of order, but the practical dimension 
of any science of society must look to guidance from philoso¬ 
phy. Mill’s utilitarianism, Marx’s own brand of dialectics. 
Smith’s sympathetic ethics, certainly influence each one’s eco¬ 
nomics. The practical objectives of conservatism in the early 
Mill, revolution in Marx, and reform in Smith determine the 
shape of each one’s whole system.'®*^ With Locke, one object 
was to defend the Revolution of 1688 and its democratic, com¬ 
mercial-capitalistic implications. He was also interested in a 
juster recognition of the role of money in the economy. In¬ 
cidentally, he is entirely guiltless of the mercantilist ” charges 
Smith lays against him at the opening of Chapter I, Book IV 
of The Wealth of Nations, as Cannan points out in a foot- 
note.^®^ As Lord Keynes points out,’®® Locke seems to have 

167 We agree with Polanyi that economics is practical, as his own work 
demonstrates, but we disagree with his evaluation of Smith. He was not 
warned off by the Physiocrats but was, in a sense, a Physiocrat himself; 
i. e., he believed in natural law, as we shall see, and above all believed in 
agriculture. In fact, the practical objective upon which The Wealth of 
Nations rests is to establish laissez-faire to achieve a reestablishment of the 
supremacy of agriculture. 

168 Adam Smith, The Wealth of Nations, edited by Edwin Cannan, 
Modern Library, p. 399 . 

169 John Maynard Keynes, The General Theory of Employment^ Interest 
and Money, pp. 540 - 345 . It might be thought a contradiction that Locke 
is linked both with Smith and the ''orthodoxschool and with Keynes and 
the anti-orthodox monetary theorists. From the perspective of this study, 
however, there is no difficulty, since Locke, Smith, Ricardo, as well as 
Keynes and his unorthodox predecessors, contemporaries, and disciples, be¬ 
long in one sense to the same school, for all analyze the forces making 



THE CLASSICAL ECONOMISTS 147 

been closer to the truth than Smith in his monetary theory. 

In respect to the works of Locke, it can be shown that 
although Locke is not as systematic in his presentation as 
Smith, and though Locke is probably also lacking in actual 
recognition of interrelationships; nevertheless, the main ideas 
of Smith’s great work in economics can all be found scattered 
throughout Locke’s economic writings. It was the systemiza- 
tion of Smith’s ideas which made him the Newton of economic 
science while Locke remained only its Galileo; yet this very 
systematism of Smith’s may have been the basis for the deter¬ 
ministic system of the classicists. Locke enunciated the natural 
laws of the economic order, and Smith organized them into a 
coherent whole. But Locke kept in mind the picture of the 
whole man, viewing the economic as an aspect of society, and 
Smith begins to imply a schism. Smith, not Townsend, begins 
the classical confusion between science and social science. The 
very lack of system in Locke saved him from making explicit 
the implied confusion in his new concept of science of society— 
the confusion between moral natural law which is a philosophic 
doctrine (and so treated by him in the Second Essay of Civil 
Government) and laws of nature which the scientist or social 
scientist induces by the scientific method. Locke’s chief failure 
was his omission of an explicit distinction between the moral 
and practical area where human decision was significant and 
the area of law-ridden automaticity where human reason is of 
no account. 

The followers of Locke soon made the error which Locke’s 
omission made possible. He had several lines of followers. 
Hume, his philosophical successor, enunciated a positivism 


for market price equilibria. Keynes is a dissident only zvithin a tradition; 
Locke was a dissident in a more basic sense, for he did not quite accept the 
tradition which was to stem from him. Nevertheless, all the writers men¬ 
tioned have in common that they are market analysts. 

170 See Allen M. Sievers, “An Investigation into the Nature and Scope 
of Economics, Based on Certain Writings of John Locke,” an unpublished 
master’s essay deposited in the Columbia University library. 
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which broke down the distinctions between philosophy and 
science, reducing ethics, therefore, to science. This positivism 
entered economics through Adam Smith long before its nine¬ 
teenth century Comtian form was adopted by John Stuart Mill. 
A critique of Hume’s theory of causality would be too late to 
rectify the damage done, but would serve as the philosophical 
analysis lacking in Polanyi upon which to base a refutation of 
the philosophical presuppositions of Smith, the classicists, 
Marx, knd other economists. Locke was responsible as Hume’s 
progenitor because of the false empiricism of his philosophical 
psychology and ethics. Smith is the heir of this doctrine 
through his dependence upon Hume.^*^^ 

The ethical school following Locke also reaches Smith. 
From Locke’s pupil, the third Earl of Shaftesbury, to Francis 
Hutcheson, and Hume, two mentors of Smith, we find a gen¬ 
erally benevolent, altruistic, and optimistic ethics. But tech¬ 
nically this ethics comes to rest on feeling rather than reason, 
is frankly relativistic in Hume, and is growing quite utilitarian 
in Hutcheson. Thus moral minded inclination is combined with 
an ethical theory which is certainly subversive of the older 
philosophic tradition, and would seem to be mistaking the 
nature of man and removing the boundary between science 
and philosophy. Adam Smith was an important member of 
this school. With him we have the doctrine of sympathy in the 
Theory of Moral Sentiments, which related individualism and 
the social welfare. 

Still another line of influence extending from Locke to 
Smith is that which is concerned with natural law as such. 
This was largely a French development. Montesquieu’s famous 
Spirit of the Laws was thoroughly Lockean in spirit, tone, and 
intent. 


171 C/. praise of Hume in The Wealth of Nations, p. 742 . For authority 
of statement that Smith based his system upon Hume’s metaphysics, psy¬ 
chology, and ethics, see G. B. Strong, Adam Smith and the Eighteenth Cen¬ 
tury Concept of Social Progress, p. 68 . 
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Thus his book opens with the sentence: 

Laws, in their most general signification, are the necessary 
relations arising from the nature of things. In this sense all 
beings have their laws: Deity His laws, the material world 
its laws, the intelligences superior to man their laws, the 
beasts their laws, man his laws.^'^^ 

Montesquieu had a great effect upon Smith, both directly 
and indirectly; indeed, Smith attempted a commentary upon 
the Spirit of the Laws}'^^ The direct effect was through the 
Encyclopedists and Physiocrats.^"^^ The Encyclopedic was in¬ 
spired by Locke and Bacon, and attempted to systematize all 
knowledge. One hundred and sixty writers contributed to the 
work, including Montesquieu, Voltaire, Holbach, Rousseau, 
Quesnay, and Turgot. It was edited by Diderot and D’Alem¬ 
bert. It was highly rationalistic and naturalistic. 

Smith was influenced by the Encyclopedists as well as by 
the Physiocrats themselves. The school of Physiocrats began 
with the publication of economic articles by Quesnay and 
Turgot in the Encyclopedic in volumes appearing in 1756 and 
1757. They derive from Locke,^^® but they have by now made 
complete the confusion of the moral and the physical realms. 
It is hard to agree with Polanyi’s view that they did not mean 

172 Charles de Secondat, Baron de la Brede et de Montesquieu, De 
Vesprit dc lois, trans. Thomas Nugent. I, i. 

173 For authority for the last statement, see John Kells Ingram, A History 
of Political Economy, edition of 19^23, pp. 90, 91. For authority of the 
influence of Montesquieu on Smith see Jacob H. Hollander, “ The Dawn of 
Science”, in Adam Smith, 7776-7926, p. 16; F. W. Hirst, Adam Smith, 
p. 68; James Bonar, Philosophy and Political Economy, p. 148. 

174 For the dependence of the Physiocrats on Montesquieu by admission 
of one of their own number, cf. quotation by Joseph Rambaud. Histoirc des 
doctrines cconomiques, p. 155, from Pierre Samuel Dupont de Nemours, 
“ Notice abregee,” in Les cphhncridcs dti citoycn. 

175 Cf. G. B. Strong, op. cit., p. 36. 

176 C/. James Bonar, op. cit., p. 96 and Alfred Marshall, Principles of 
Economics, 8th ed.. Appendix B, p. 756, footnote. 
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what they said. Physiocracy (Physiocrate) itself means ‘‘ rule 
of nature.” The title of a work by a member of their school is 
The Natural and Essential Order of Political Society}^’^ Ques- 
nay wrote: 

From nature law, order and precepts; 

From man whim, regulation and coercion. 

The basic principle of laissez-faire, so closely associated with 
the school, was expressed in the words The world goes of 
itself.” The emphasis upon an agricultural economy ruled by 
laws of nature is a highly ‘‘ naturalistic ” doctrine, in Polanyi's 
bad sense of ‘‘ naturalistic.” Yet Smith was for all intents and 
purposes a member of this school. 

So it would seem that the false philosophic doctrines which 
Polanyi complains of (but never attacks on the philosophic 
level) in classical economic doctrine manifest themselves in 
the writings of Adam Smith, trace back to John Locke through 
a multitude of channels, and have a still longer history in the 
development of the concept of law in science and philosophy. 

^ ♦ ♦ 

Examining The Wealth of Nations itself, we must come to 
the conclusion that Adam Smith was an economic naturalist. 
By this we mean that Smith regarded the economy as a sepa¬ 
rate sphere of scientific enquiry, a sphere that was governed by 
the same natural laws as governed the physical world. He em¬ 
ployed the scientific method, generalizing from statistical, his¬ 
torical, and other data. Though he did not lose sight of the 
humanity of men, nor the human basis of society; nevertheless, 
he introduced into systematic economics the fatal confusion 
between science and social science which has plagued the classi¬ 
cal and neo-classical schools, and formal theory in general. 


177 Mercier de la Riviere, Uordre natural et esscnticl des socictes 
politiques. 

178 Joseph Rambaud, op, cit., p. 173: “Ex natura jus, ordo, ct leges; Ex 
homine arbitrium, regimen et coercitio.” (No specific source cited.) Trans¬ 
lated by the present writer. 
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The distinguishing characteristic which makes Smith and 
not Locke the Newton of economic science is that Smith 
treated the economy systematically as an ordered system sub¬ 
ject to independent investigation. But there are different sorts 
of systems, and we have already in Smith a failure adequately 
to set apart the special kind of system which society is. At the 
same time that Smith was the first scientist of society in the 
full sense, he was also the first to be scientistic in the social 
sciences. 

This is clear at the outset if we interpret him as a member 
of the Physiocratic school. He thought that the chief error of 
the Physiocrats was the violation of the very doctrine which 
they held to be fundamental: Let nature rule, for they advo¬ 
cated the same preferential treatment for agriculture that the 
Mercantilists had advocated for commerce and industry. Nat¬ 
ural law would dictate that agriculture be basic, but man 
thwarted natural law: 

According to the natural course of things, therefore, the 
greater part of the capital of every growing society, is, first, 
directed to agriculture, afterwards to manufactures, and last 
of all to foreign commerce.... But though this natural order 
of things must have taken place in some degree in every such 
society, it has, in all the modern states of Europe, been, in 
many respects, entirely inverted.'^® 

That order of things which necessity imposes in general, 
though not in every particular country, is, in every particular 
country, promoted by the natural inclinations of man. If 
human institutions had never thwarted these natural inclin¬ 
ations, the towns could no-wEere have increased beyond 
what the improvement and cultivation of the territory in 
which they were situated could support; till such time, at 
least, as the whole of that territory was completely cultivated 
and improved.^®® 

179 Adam Smith, op. cit., p. 360. 

ISO Ibid., p. 357. For further evidence of Smith's belief in the natural 
primacy and superiority of agriculture, see pp. 353» 354. 356, 357. 63^ 641, 
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He recognizes the role of human thought and action, but it 
seems to be generally a negative role. Human intervention in¬ 
verted the natural order of things. The solution is to withdraw 
from intervention. Such is the great practical objective of his 
book. That he had a conscious practical objective makes clear 
that he was not a determinist; yet his general outlook toward 
social science inclines toward the scientistic and deterministic. 
His interest in ethical and social problems is on the credit side 
of the ledger. On the debit side is his weak ethical theory, as 
we have already noted. The doctrine of laissez-jaire is not only 
literal, but it is emphatic with him; yet at the same time Pol- 
anyi is doubtless right that Smith did not conceive of, much 
less advocate, a self-regulating market society. The truth would 
appear to be that the implications of laisscz-jaire were not 
clear to him. The most serious charge against him is the posi¬ 
tivistic and mechanistic implications of his price theory. 

Smith makes the philosophical error of confounding other 
human values with economic value. Further, his theory of eco¬ 
nomic exchange value is basically a utilitarian theory. Thus the 
later classicists have a basis in Smith as well as in Bentham 
for their utilitarianism. Although Smith himself did not abuse 
this outlook in the way his successors did; nevertheless, he 
laid the foundations for their excesses. That is, although Smith 
himself did not, his followers had a tendency to reduce the 
scientific analysis of economic life or even all social life to an 
elaboration of the forces determining price or value. 

As a matter of fact the abstraction value seems to be more 
significant in economic theory from Smith on than the actual 
phenomenon of price. We can see this is in the ignoring of the 
influence of money on price, and in the ignoring or minimiz¬ 
ing of short term variations. Thus Smith distinguishes be¬ 
tween real or abstract value and nominal or money value. 

649, 650. The early nineteenth century also considered him as a follower of 
the “French Economists”— cf. William Spence, Britain Independent of 
Commerce, Seventh Edition, 1808, reprinted 1933, p. 8, footnote. 

181 Adam Smith, op. cit., V, 30-46. 
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Real price is related to the reality of labor. Then there is the 
distinction between natural and market value.^®^ Market value 
is the concrete datum of the moment. It may or not be equal 
to underlying value, natural value, which is determined by the 
forces of the economic system. In both distinctions we find a 
tendency to veer away from the phenomenal and retreat into 
what the philosopher might designate the noumenal order. 
The question is much stronger in the case of economics than 
of metaphysics whether the noumenal order does in truth have 
a greater reality than the phenomenal. The emphasis upon the 
noumenal order of value rather than the phenomenal order of 
price grows from the temptation to be logically consistent and 
scientific-appearing, but if it leads, as it sometimes did, to a 
failure to return to the actual phenomenal world of price, then 
the economy is misinterpreted as simply a mechanical system, 
and practical men lose the guidance they have a right to ex¬ 
pect from social science. Smith himself related abstraction to 
concrete reality by recognizing a distinction between nat¬ 
ural and market value, but his emphasis throughout his book 
is upon natural value. 

We notice here the implicit assumption of natural law, 
which produces a natural price. We also find such an explicit 
imitation of the language of physics as this: “ The natural 
price, therefore, is, as it were, the central price, to which the 
prices of all commodities are continually gravitating.” 

Smith also believes in natural factor prices.^®^ Thus he an¬ 
ticipates, if he does not clearly envisage, an interlocking system 
of automatic, law-governed, markets. The abstractness of labor 
in Smith’s value theory also anticipates the dehumanized con¬ 
cept of labor as a commodity. But whereas Smith balanced his 
abstractness with common-sense and long and detailed elabor¬ 
ation of historical and statistical data, and related the abstract 


mibid., vii, 55-63. 
183 Ibid., p. 58. 
ISilbid., VI, 47 - 54 . 
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to the concrete both by basing his generalizations on empirical 
evidence and then applying his abstract conclusions to the prac¬ 
tical world; we find a tendency in his successors to be too de¬ 
ductive, to leave their conclusions abstract, and to base their 
inductions on limited data. 

Still another philosophic deficiency in Smith is his utilitar¬ 
ianism. He thinks of all things as having a value in use 
(though perhaps of zero quantity). Thus things which human 
beings prize because of their aesthetic, religious, or other axio¬ 
logical values are from the economic point of view stripped 
of these values and measured by one scale of “ utilitySmith 
was anticipated in this doctrine by Locke, who actually 
thought of a variable utility related to variable inputs of labor, 
and an active determinant of exchange value.^®® With Smith, 
use value is simply a sine qua non for exchange value: regard¬ 
less of the degree of utility, a thing possessing use value has 
mere exchangeability; other factors determine how much ex¬ 
change value.^®^ Nevertheless, the Smithian concept of use 
value represents a bias which tends to reduce to mere com¬ 
mercial terms values which transcend or are wholly free of a 
relation to the market. Thus Polanyi’s point is substantiated 
that economic theory changes the value attitudes of society, 
placing great value upon market valuation. In a purely empiri¬ 
cal sense Smith is right that whatever enters the market does 
so because prospective buyers have a use for it, but that does 
not alter the objection that Smith formulates his theory in 
such a way as to stress the importance of trade and exchange 
value as the arbiters of what is worthy of being produced. This 
objection is strengthened when we examine Smith’s analysis 
of exchange value itself, which, although freed from a func¬ 
tional relationship to use value, is still utilitarian in essence. 


185 Ibid., p. 28. 

186 Cf. John Locke, Of Civil Government, p. 156, and Some Considerations, 
etc.. Works, V, 41. 

187 Adam Smith, op. cit., p. 28. 
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There is a strong, if not dominant, element of a disutility 
theory of value in Smith, which returns to Locke and makes 
the amount of disagreeable effort, or labor, the determinant of 
exchange value: 

Equal quantities of labor, at all times and places, may be 
said to be of equal value to the laborer.... He must always 
lay down the same portion of his ease, his liberty, and his 
happiness.^®® 

But he did not elaborate this aspect of his utilitarianism as 
Senior was to do later.^®® 

In comparing Smith with his followers, it must be observed 
that even the “ biologicalism of Townsend has its roots in 
Smith. It is true that Townsend is far more extreme in enun¬ 
ciating an almost pure '' biologicalism ” applied to human 
society, but laws relating the biological factors in human 
existence to economic life appear in Smith. To do Townsend 
credit, the modern study of ecology upholds his principles 
insofar as they apply to animal and plant life. It also seems 
indisputable that there is some degree of applicability to human 
life. There is the modicum of truth in “biologicalism “ that 
man is an animal and is subject to the same dependence upon 
food. The extent of emancipation from complete dependence 
depends, of course, upon the efficiency of the economic system. 
Without undue emphasis, but already related to the laboring 
class in complex society, we find that Smith has anticipated 
Townsend: 

Every species of animals naturally multiplies in proportion 
to the means of their subsistence, and no species can ever 
multiply beyond it. But in civilized society it is only among 
the inferior ranks of people that the scantiness of subsistence 
can set limits to the further multiplication of the human 
species; and it can do so in no other way than by destroying 

188 Idem. 

189 C/. Nassau William Senior, An Outline of the Science of Political 
Economy, edition of 1939, PP- 5 ^^- 



156 HAS MARKET CAPITALISM COLLAPSED? 

a great part of the children which their fruitful marriages 
produce.^®^ 

As men, like all other animals, naturally multiply in pro¬ 
portion to the means of their subsistence .. 

It would seem that Malthus could have built upon these two 
passages just as well as upon Townsend. Darwin admits that 
he got his basic concept from Malthus.’®^ Thus Smith consti¬ 
tutes the foundation for the later survival-of-the-fittest doctrine 
as it appears in social thought through the Darwinist Herbert 
Spencer, and the biological bias of the economic doctrines of 
Malthus are but exaggerations of the “ biologicalism ” in 
Smith. 

Thus Smith, however successfully he may have himself 
avoided the outright misrepresentations which are to be found 
in later economic doctrines, is himself guilty on numerous 
counts of misusing the concept of natural law when applied in 
social science. 

8. 

Thus far we have attempted to show, without questioning 
the validity of Polanyi’s strictures about the baneful conse¬ 
quences of the philosophic misconceptions underlying classical 
economics, that Ricardo and Malthus are not alone to blame, 
and that their doctrines are not entirely misconceived. As we 
might expect from our discovery that mercantilist society con¬ 
tained the germs of market society, popular as well as theoreti¬ 
cal thought during the mercantilist era misunderstood pauper¬ 
ism, failed to see the true nature of the market, and resorted 
to attempts to solve pauperism by employment of the profit 
motive. Then we showed that anthropology does not so utterly 
condemn the assumption of natural market propensities which 
the classical school so emphasized. Finally, we showed that the 

190 Adam Smith, op. cit., p. 79. 

191 Ibid., p. 146. 

192 Charles Darwin, The Origin of Species, etc., Modern Library edition, 
p. 13. 
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confusion in the philosophy underlying classical economics is 
not simply due to Townsend, but was the product of a long 
evolution of philosophical attitudes culminating in Locke, in¬ 
corporated into systematic economics by Smith, and merely 
elaborated upon by the classical school. Indeed, it might be 
shown that this confusion has permeated all of social science, 
and has persisted down to the present time. 

It is not within the province of this work to attempt a full 
development of a philosophy of social science, but it would 
seem that a further statement of the preconceptions upon which 
the foregoing analysis was built is called for. To do so we 
should like to introduce the term nomics. We find the adjec¬ 
tive nomic in the dictionary, meaning customary or according 
to natural law. The root is the Greek word vo^llo?, nomos, mean¬ 
ing law. As we have seen, an evolution took place in the his¬ 
tory of ideas so that natural law or laws of nature came to be 
key terms both in science and in at least the ethical and political 
branches of philosophy. Since a generic term for both science 
and philosophy is lacking in English, I propose to use the 
term nomics to include all organized disciplines, since, at the 
present day, all seek to understand natural laws. 

Our contention is that there are not two but actually three 
basic divisions to nomics—philosophy, science, and social sci¬ 
ence; and that much theoretical and practical confusion has 
come from failure to distinguish the three. Yet the three have 
a fundamental unity. All branches of nomics study nature, but 
each one studies a different aspect of nature. All nomics pre¬ 
supposes the order of nature and seeks to comprehend this 
order. If we want a single term for that which is sought it 
might be laws of nature again, or we might substitute the term 
cause. If there is uniformity and constancy to existences, re¬ 
lations, events in the phenomenal world, then it is possible for 
the intellect of man to formulate the nature of this uniformity, 
to abstract the principles or laws of the uniformities of nature, 
in short, to discover causes. Nomics seeks causes. We are ex¬ 
cluding from the scope of this term many types of legitimate 
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curiosity-satisfaction, and restricting its use to systematizations 
defensible logically, educed by rigorous techniques likewise 
logically explicable. Nomics is the formal investigation and 
enunciation of the necessities of the construction and operation 
of the universe. 

The three branches of nomics are differentiated on the basis 
of their respective methodologies and in respect to what sector 
or aspect of nature they investigate. There are four basic nat¬ 
ural systems; each of a distinct level which includes all the 
lower levels — the mere physical, the organic or biological 
(physical but distinct because endowed with life), the rational 
or human (physical and organic, but distinct because capable 
of thought), and the societal (distinct because although made 
up of physical, organic, rational beings, is itself neither organic 
nor rational). The physical sciences study the physical system, 
the biological sciences the organic, and the social sciences the 
societal. The physical and biological sciences employ the sci¬ 
entific method exclusively. The viability of the objects of biol¬ 
ogy sets a limit upon biology not experienced by physical 
science. 

The difficulty centers around the nature of philosophy and 
of social science. We submit the following conception of the 
nature of philosophy. Philosophy studies all four systems, but 
by a different methodology. It does not use research techniques, 
but relies exclusively upon natural reason and common sense. 
It is thus unable to explore the vast field of knowledge open 
to science. But on the other hand, it is not limited by the 
boundaries of research. If science cannot get measurements or 
observations, it must confess ignorance. Philosophy does not 
need fresh data, but starts with the common knowledge which 
men have without reflection, and proceeds as far as human 
reason can make deductions from common knowledge. The 
fallibility of the faculty for deduction sets a different sort of 
limit upon philosophy. 

Since philosophy starts prior to research, it is prior to sci¬ 
ence. It is also logically prior to science, inasmuch as the 
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elaboration of the logic and methodology of science, and the 
definition of science itself and the specific sciences, must come 
from outside science—viz., from philosophy. Furthermore, it 
is only philosophy which can study man as man, since science 
can only study the external acts of man. Thus there is a science 
of psychology, but it is more dependent upon and interrelated 
with philosophy than the other sciences. Much of the general 
theory of the science of psychology could have been formulated 
by philosophic techniques without scientific research. On the 
other hand, philosophical generalizations in psychology have 
a validity for scientific investigation, which is not true for any 
other science. 

Science qua science is completely nonpractical. Its discoveries 
can be applied, giving rise to technology. But technology is 
not science. Of course the scientist is practical, and the scien¬ 
tific method is practical; but the truths of science do not relate 
to practice except insofar as men see an application for them. 
Philosophy, on the other hand, has two divisions, one of which 
is as nonpractical as science, and the other is inherently prac¬ 
tical, but on an abstract level. When philosophy concerns it¬ 
self with what men should do, it is both nomical and practical. 
Thus ethics and politics (as a branch of philosophy) are prac¬ 
tical nomics or practical philosophy. It was the failure to 
keep separate the practical “ natural laws of ethics and the 
nonpractical laws of nature of science which was the mis¬ 
conception of nomic differentiations which falsified much of 
modern ethics and politics. It is not that the practical is not 
dependent on the nonpractical, for it is, but that practical phi¬ 
losophy is always philosophy and must build upon philosophy, 
not science. 

The problem of the societal order or society is the most com¬ 
plex of all. The societal order is made up of human entities, 
but in their interrelationships and in their relation to the rest 
of the physical and organic universe. Since the interrelation¬ 
ships of men have order and uniformity, there exist social law 
and social science as distinct realities. Philosophy tells us that 
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man is a social animal, but social science tells us the nature of 
concrete social aggregates of men. But there is also social phi¬ 
losophy which establishes the potentialities and the desiderata 
of human society. The difference between the science and the 
philosophy of society lies in the fact that social research is 
possible, and that it leads to knowledge not to be found by 
philosophical method. Nor can mere social research alone ever 
establish goals, but can merely indicate alternative means to 
various ends and the relative practicability of the different 
means. 

Social science has disclosed that society is indeed subject to 
laws of its own. Men now know that the very nature of society 
establishes restrictions within which the individual man and 
humanity in general must operate. Nor are these restrictions 
simply the deliberate imposition of power by man himself. In¬ 
stitutions are man-made, for example, but man cannot control 
the laws of their being. It is this discovery in modern times 
that society is a distinct entity and subject to its own laws 
which gave birth to social science. Locke had the insight and 
Smith formulated such a social science. 

But the early formulators did not fully recognize and ex- 
plicity formulate the nomic character of what they were doing. 
In the first place, if they had fully recognized the nature of 
their undertaking, the early social scientists would have real¬ 
ized that there is but one society and consequently but one 
basic social science. But society has distinct functions, and con¬ 
sequently can be examined in respect to any one of them. Thus 
subordinate disciplines are established. The political function of 
society, and political institutions, constitute one such realm, 
and thus we have political science. Political science was origi¬ 
nally thought of in terms of the state, but it was eventually 
realized that the political function of society operates in all sub¬ 
societies and that political science can formulate the same prin¬ 
ciples in respect to the microcosmic polity of the labor union as 
to the macrocosmic polity of the state or world-state. 

The pressing problems relating to the economic function of 
society in early modern times attracted the chief interest of 
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the early social scientist, although the interrelation of the polit¬ 
ical and economic functions was recognized and economics 
began as political economy. The emphasis was upon economics, 
with recognition that the economy depended on the polity and 
the whole of society. Adam Smith, nevertheless, tended to re¬ 
gard the impact of the polity upon the economy as on the whole 
injurious to society, and sought to emancipate the economy. 
This very effort and its implications that the economy was an 
autonomous entity with laws of its own, independent of society 
at large, was a serious misconception of the character of 
nomics, and was the basis for the later attempt to separate and 
elevate the economic order in the nineteenth century, of which 
Polanyi complains. 

The other great error was the failure to see that social science 
is a distinct branch of nomics. At times this failure tended to 
make social science identical with mechanics, and society iden¬ 
tical with a machine. At other times the failure tended to make 
social science identical with biology, and society identical with 
an organism. The organismic error is to be found in the Ger¬ 
man historical school, Spencer, and those influenced by them. 
We might cite the extreme mechanical model of the economy 
which Tinbergen erected in his business cycle theory as an 
example of the mechanistic fallacy.*^^ Indeed, he boasts that he 
has elaborated an '‘economic mechanism with regard to the 
business cycles.'' The equations he arrives at, by the logical 
techniques of mathematical statistics from economic data, are 
supposed to be a mathematical description of the dynamics of 
the economic structure, we might say economic machine. 

We find this tendency to reduce the economy to an economic 
machine in a good deal of economic theory which seeks to 
diagram models of the economy. Indeed, the prime error Pol¬ 
anyi cites in classical liberalism might be formulated as the 
fallacy of mechanism. To establish a self-regulating market 
economy is to create an automaton—a machine. The laws of 

193 Jan Tinbergen, Statistical Testing of Business-Cycle Theories. 

l^Ibid., II, 137. 
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a machine can never be laws which recognize rationality in 
the components of the machine. To posit society as an auto¬ 
maton is to misinterpret the nature of man, of human society, 
of social law, and of social science. Smith explicitly makes 
statements confusing system and machine, nature and machine, 
philosophy and mechanism.^®® 

A genuine problem exists, which has still to be worked out. 
Couched in more familiar terminology, it is the problem of the 
value of marginal analysis and mathematical economics. So¬ 
ciety is not a mechanism, and that social science which ex¬ 
pounds a mechanistic theory is not only misinformed but is 
quite dangerous. On the other hand, if we recognize social 
science at all, we must recognize the existence of social laws. 
A useful abstraction or approximation might well be usefully 
formulated in mathematical terms. Do we not then have a 
mechanistic theory? The test would seem to be whether or not 
the model is taken for the reality, and whether in fact the 
theory provides for human intervention or reduces man to a 
cog in the machinery. Another test is the transferability of 
abstract formulations to concrete policy-making. 

For a basic factor which distinguishes social science from 
science is that it has a practical dimension. It is really a com¬ 
posite of philosophy, science, and technology. In that sense it 
is not fully nomics on an equal footing with philosophy or sci¬ 
ence. It is not autonomous. Since it is concerned with men, it 
must be practical. But it is not merely concerned with the prac¬ 
tice of men in general, for the investigator is himself a man; 
it is not only concerned with goals, but also with the investi¬ 
gator’s goals. It is not merely objectively practical like practical 
philosophy, upon which it depends or of which it is partly con¬ 
stituted, but it is concerned concretely with the practice of 
the individual social scientist and of the groups of which he 
is a part. Thus social science must formulate abstractly by 
practical philosophy (or accept ready-made from the practical 


195 Cf, James Bonar, op. cit.^ p. 151, based on Smith’s Essays. 
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philosopher) the goals of society, but he must also direct his 
investigations toward a solution of concrete practical problems 
in terms of concrete immediate goals. 

John Locke, Adam Smith, Karl Marx, and other major so¬ 
cial scientists recognized this peculiar characteristic of social 
science. Their entire theoretical formulations were directed 
toward the practical end they had in mind. Karl Polanyi 
shares this conception of social science. He has a practical ob¬ 
jective himself. Moreover, he recognizes the efficacy in his¬ 
torical situations of human intervention both by direct action 
and by theoretical formulations. His recognition of the Owen- 
ite alternative makes real his condemnation of the classical 
economists for their contribution towards the introduction of 
the market system, for only if real alternatives exist can vari¬ 
ation in practical proposals matter. Further, he recognizes the 
serious truth about social science; viz., that practical consid¬ 
erations, aside from venality, can lead to false social science, 
and false social science can in turn produce tragic consequences 
in the practical affairs of mankind. 

Recognition of the concrete practical nature of social science 
brings with it a sense of moral responsibility on the part of 
the social scientist. The social, economic, political problems of 
mankind become his problems, and his researches have an in¬ 
evitable bearing upon these problems. He should, therefore, not 
merely have the caution of a scientific investigator, nor even 
only the allegiance to abstract moral truth of the moral philos¬ 
opher, but above all responsible prudence of a social leader. 
Economists of the nineteenth century were indeed morally 
culpable if Charles Sanders Peirce was right in condemning 
their conclusions as “ atrocious villainies.’’ But he cannot 
have also been correct in congratulating them for their accom¬ 
plishments.^®"^ Whatever the sins or virtues of our predecessors, 

19 ^ Collected Papers of Charles Sanders Peirce, edited by Charles Hart- 
shorne and Paul Weiss, VI, 194. 

197 Ibid., I, 127. 
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the moral responsibility is ours to weigh Polanyi’s thesis and 
other timely theories and to come to just conclusions, for the 
fate of our civilization may hang in the balance. 

We might summarize our conception of the relevance of our 
discussion of natural law and nomics to Polanyi’s presenta¬ 
tion. We have attempted to explore further than does Polanyi 
himself some of the problems raised by him in regard to the 
nature of the ideational error at the root of classical economics. 
Polanyi shows that a self-regulating economy is, as a matter 
of objective fact, destructive of man and society, and that the 
excessive ‘"biologicalism” of early classical thinkers engendered 
by the Speenhamland situation, formed the intellectual basis 
for such a false utopia. We question none of this, but attempt 
to give a fuller account. First, we try to show that what Po¬ 
lanyi says about market society from an empirical point of view 
can also be seen to be true from a broader point of view. It is 
true that what was required of nineteenth century society is 
contrary to the inherent nature of human society—but not 
merely because of disembeddedness ”; but because of the 
moral nature of man and society. A true comprehension of the 
nature of human nature would never have contemplated either 
man or society in automaton terms, and would not have con¬ 
founded the human and societal realms with the physical and 
organic. The error here was in the sphere of nomic distinctions. 
Nevertheless, modern social science did commence when men 
began to have an intimation of the societal sphere, and the 
early, pre-classical thinkers attempted to harmonize their dis¬ 
covery of a new world to conquer with the traditional aware¬ 
ness of the moral nature of man. This harmony was never 
achieved, although the intention was there, and this very 
failure to synthesize made possible the later perversions of the 
classical school. 

The second contribution we attempted to make was to trace 
historically the confusion in ideas which so seriously handi¬ 
capped early social scientists in their attempt to incorporate 
their discovery of society into the older corpus of knowledge. 
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The semantic difficulty of confusing natural law and laws of 
nature subverted the very distinctions which were so necessary 
in interpreting the proper place of the societal realm in the 
general scheme of things. A further difficulty was presented 
by the acuteness of economic problems and the tendency to 
treat the economic sphere as itself more important than the 
rest of society, or even to treat it as self-subsistent. Adam 
Smith, to be sure, would have been horrified at an explicit ex¬ 
pression of this, which would have denoted the self-regulating 
economy; nevertheless, by not being fully conscious of the 
direction of his own thought for the reason that he was not 
clear about his own nomic preconceptions, Smith tended to 
reify the economic sphere, which in fact was still non-existent, 
and thereby laid the foundation for the actual erection later of 
an independent economic sphere. Insofar as we not merely 
complement Polanyi but differ with him, the main opposition 
centers around Adam Smith. Polanyi complains of his false 
anthropology and his conception of the historical role of the 
market, but absolves him of philosophical guilt. We take the 
position that Smith’s anthropological discussion was meant 
primarily in an analytical sense, and as such was more or less 
independent of his ethnological accuracy; but where Smith was 
most seriously at fault was in failing to make the nomic dis¬ 
tinctions discussed in this section, thereby lending himself to 
the perversion of his basic morality at the hands of Townsend 
and his successors. 

A fuller elaboration of a philosophy of social science along 
the lines of nomic distinctions might help to reorient eco¬ 
nomics, and social science in general, toward the direccion it 
should have originally taken: analysis for the purpose of pre¬ 
scription, but always with a just regard for the moral nature 
of man. 



CHAPTER V 

THE DILEMMA OF MARKET SOCIETY' 


I. 

The Poor Law Reform Act of 1834 ushered in nineteenth 
century civilization. The deliberate intention of the authors of 
this anomaly among human societies was to establish an auto¬ 
matic, self-regulating market economy. . .The civilization of 
the nineteenth century was unique precisely in that it cen¬ 
tered on a definite institutional mechanism.’' ^ The crisis of 
the present era springs from the collapse of the institutions and 
the institutional mechanism which characterized nineteenth 
century civilization. We have already examined the history of 
the early formative period of these institutions. Our concern 
in this chapter is the nature of the civilization itself, lasting 
from 1834 to approximately 1933. Polanyi contends that this 
era of industrial capitalism was a dynamic society in which 
there were two opposing forces at work. On one hand was the 
consciously encouraged expansion of the market, and on the 
other hand the unplanned natural counteraction of society 
which checked the market expansion at certain vital points. 
Thus society in the nineteenth century suffered from an in¬ 
ternal conflict in its attempt to give itself up to blind “ self¬ 
regulation ” at the same time that it spontaneously reacted by 
self-protection ” to ward off the destructiveness of its official 
policy, and the eventual outcome of this social schizophrenia 
was the utter collapse of industrial capitalism. Though the 
market system was not freed to start until 1834, the dynamic 
of movement and countermovement began with Speenhamland: 

It is no exaggeration to say that the social history of the 
nineteenth century was determined by the logic of the market 

1 This chapter is based on The Great Transformation, Chapters i and 11 
through 16; sections i through 3 contain a digest of Polanyi’s views; 
sections 4 and 5 represent the views of the present writer. 

2 The Great Transformation, p. 4. 
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system proper after it was released by the Poor Law Reform 
Act of 1834. The starting point of this dynamic was the 
Speenhamland Law,^ 

Social history in the nineteenth century was thus the result 
of a double movement: the extension of the market organi¬ 
zation in respect to genuine commodities was accompanied by 
its restriction in respect to fictitious ones.^ 

For a century the dynamics of modern society was governed 
by a double movement: the market expanded continuously 
but this movement was met by a countermovement checking 
the expansion in definite directions. Vital though such a coun¬ 
termovement was for the protection of society, in the last 
analysis it was incompatible with the self-regulation of the 
market, and thus with the market system itself.® 

There were two organizing principles at work in this society, 
as well as two opposing movements. The movement of the self¬ 
regulating market was based on the principle of economic lib¬ 
eralism, Its methods were laissea-faire and free trade, and it 
rested on the class interests of mercantile middle classes. It 
got its intellectual sanction from classical economics. Thus: 

Economic liberalism was the organizing principle of a so¬ 
ciety engaged in creating a market system. ... It evolved into 
a veritable faith in man’s secular salvation through a self- 
regulating market.® 

Self-protection, on the other hand, had its own “ specific in¬ 
stitutional aims, having the support of [its own] definite social 
forces and using its own distinctive methods.” Namely: ‘b . . 
The principle of social protection [aimed] at the conservation 
of man and nature as well as productive organization, [relied] 
on the varying support of those most immediately aflfected by 

3 Ibid., p. 83. 

4 Ibid., p. 76. 

5 Ibid., p. 130. 

6 Ibid., p. 135. 

7 Ibid., p. 132. 
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the deleterious action of the market—primarily, but not ex¬ 
clusively, the working and the landed classes—and [used] 
protective legislation, restrictive associations, and other in¬ 
struments of intervention as its methods.’’ ® 

Thus the two conflicting forces in society were supported 
by distinct social classes, making for class conflict in the society. 
It was the class conflict which in the end produced catastrophe 
out of crisis, fascism out of the institutional strain consequent 
upon the contrary movements. By nineteen hundred the work¬ 
ing class—the “ representatives of the common human inter¬ 
ests that had become homeless ®—had achieved great power 
in the state through universal suffrage, while the middle classes 
—The bearers of the nascent market economy ” —had 

achieved leadership in industry. Thus class conflict led to the 
using of the political and economic functions of society as 
weapons of class warfare. This led to fascism. 

Polanyi holds that the class antagonisms of the nineteenth 
century were the consequence of industrial capitalism. Once 
more this social system is noted to be unique in its disunity. 
Referring to 1834 Polanyi writes: 

The traditional unity of Christian society was giving place 
to a denial of responsibility on the part of the well-to-do for 
the conditions of their fellows. The Two Nations were taking 
shape.^^ 

♦ ♦♦♦♦♦♦ 

Polanyi, however, is emphatic that he does not hold, as does 
“ popular Marxism ”, to a “ crude class theory of social devel¬ 
opment.” Indeed, according to Polanyi, both liberals and 
Marxists hold “ a narrow class theory.” “ Upholding the 

8 Idem, 

9 Ibid,, p. 133. 

10 Idem, 

11 Ibid,, p. 102. 

12 Ibid., p. 151. 

13 Idem. 
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viewpoint of opposing classes, liberals and Marxists stood for 
identical propositions.” That is, both economic schools 
thought of the classes as acting according to their economic 
interests and being responsible for economic developments in 
society. Polanyi insists that class or sectional ” interests are 
the vehicle of social and political change, but are never the ulti¬ 
mate cause of such change. Further, he insists that the interests 
motivating a class are primarily social rather than economic. 
In short, social change may be proximately but never ultimately 
caused by class interest, and that class interest is never nar¬ 
rowly material but rather is always broadly social. 

Polanyi sets forth the deeper origins of class interests thus: 

The fate of classes is much more often determined by the 
needs of society than the fate of society is determined by the 
needs of classes.^® 

... Neither the birth nor the death of classes, neither their 
aims nor the degree to which they attain them; neither their 
co-operations nor their antagonisms can be understood apart 
from the situation of society as a whole. Now, this situation is 
created, as a rule, by external causes ... 

... Only when one can point to the group or groups that ef¬ 
fected a change is it explained how that change has taken 
place. Yet the ultimate cause is set by external forces, and it 
is for the mechanism of the change only that society relies on 
internal forces. The “ challenge ” is to society as a whole; the 
“ response ” comes through groups, sections, and classes.^^ 

. . . The chances of classes in a struggle w*ill depend upon 
their ability to win support from outside their own member¬ 
ship, which again will depend upon their fulfillment of tasks 
set by interests wider than their own.^® 


14 Idem. 

15 Ibid., p. 152. 

16 Idem. 

17 Idem. 

18 Idem. 



170 HAS MARKET CAPITALISM COLLAPSED? 

... At one time or another, each social class stood, even if 
unconsciously, for interests wider than its own.^® 

The services to society performed by the landed, the middle, 
and the working classes shaped the whole social history of the 
nineteenth century. Their part was cut out for them by their 
being available for the discharge of various functions that de¬ 
rived from the total situation of society.^ 

Mere class interests cannot offer ... a satisfactory explan¬ 
ation for any long-run social process.^^ 

Having shown that each class played a role set for it by the 
two broad social movements in the nineteenth century, Polanyi 
goes on to show that the motivations, albeit unconscious, were 
not merely or even primarily material or economic. This is a 
repetition of the thesis developed in Chapter II of this work, 
based on arguments from psychology and cultural anthropol¬ 
ogy. He holds that man by nature is more concerned about 
standing and rank, status and psychological security, than 
about want-satisfaction. The nineteenth century is unique in 
the greatly expanded sphere it allows to economic motives, and 
in its deliberate assumption of the universality of the economic 
motive. But the great legislative measures of the nineteeth 
century were often altogether nonmonetary in nature, and were 
almost never exclusively monetary: 

Almost invariably professional status, safety and security, 
the form of a man’s life, the breadth of his existence, the stabil¬ 
ity of his environment were in question. The monetary im¬ 
portance of some typical interventions . . . should in no way 
be minimized. But even in these cases nonmonetary interests 
were inseparable from monetary ones.^^ 

♦ ★ ♦ ♦ 

It is Polanyi’s contention that protectionism was a spon¬ 
taneous social response to the disruptive threat of the market 

l^Ihid.y p. 133. 

20 Idem, 

21 Ibid., pp. 152, 153. 

22 Ibid., p. 154. 
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I7I 

movement. Yet definite social classes were its bearers. They 
acted, thus, as the agents of society, not just for themselves: 

Once we are rid of the obsession that only sectional, never 
general, interests can become effective, as well as of the twin 
prejudice of restricting the interests of human groups to their 
monetary income, the breadth and comprehensiveness of the 
protectionist movement lose their mystery. 

An all too narrow conception of interest must in effect lead 
to a warped vision of social and political history, and no purely 
monetary definition of interests can leave room for that vital 
need for social protection, the representation of which com¬ 
monly falls to the persons in charge of the general interests 
of the community—under modern conditions, the govern¬ 
ments of the day. Precisely because not the economic but the 
social interests of different cross sections of the population 
were threatened by the market, persons belonging to various 
economic strata unconsciously joined forces to meet the 
danger.^’** 

The spread of the market was thus both advanced and 
obstructed by the action of class forces.... The rise of the in¬ 
dustrialists, entrepreneurs, and capitalists was the result of 
their leading role in the expansionist movement; the defense 
fell to the traditional landed classes and the nascent working 
class. 

Ultimately, what made things happen were the interests of 
society as a whole, though their defense fell primarily to one 
section of the population in preference to another.^® 

The countermove against economic liberalism and laisses- 
faire possessed all the unmistakeable characteristics of a spon¬ 
taneous reaction. At innumerable disconnected points it set in 
without any traceable links between the interests directly af¬ 
fected or any ideological conformity between them.^^ 

23 Idem. 

TAlbid., pp. 154, 155. 

25 Ibid., p. 155. 

26 Ibid., pp. 161, 162. 

27 Ibid., p. 149. 
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For if market economy was a threat to the human and na¬ 
tural components of the social fabric, as we insisted, what else 
would one expect than an urge on the part of a great variety 
of people to press for some sort of protection ? 

Polanyi makes these points to refute “ the liberal myth of the 
‘ collectivist ’ conspiracy/' Almost unconsciously, certainly 
without a consistent rationale, diverse groups at one time or 
another backed legislation whose effect was to protect labor, 
land, or the productive organization from some effect of a 
purely unregulated market system. This general response, un¬ 
premeditated and without a basis of theoretical preconceptions, 
Polanyi adduces as proof of the dangerously utopian nature of 
the principle of a self-regulating market. Self-regulation called 
forth self-protection, and the interests which from time to time 
introduced protective legislation did so for deep social reasons, 
broader than their own interests, which interests themselves 
were broader than the purely economic: 

The legislative spearhead of the countermovement against a 
self-regulating market as it developed in the half century fol¬ 
lowing i860 turned out to be spontaneous, undirected by 
opinion, and actuated by a purely pragmatic spirit.^® 

As has been stated before, Polanyi holds that the inaugu¬ 
ration of the Industrial Revolution disrupted society and 
caused untold hardship for the working classes. It was this 
continuing misery which constituted the need that evoked a 
spontaneous protectionism. In the context of this discussion 
of the social forces at work in the nineteenth century, Polanyi 
reiterates that the Industrial Revolution is a social calamity, 
and as such is primarily a cultural rather than an economic 
phenomenon. That there was economic progress does not alter 
the fact of social destruction. Having used the early enclosure 

28 Ibid, j p. 150. 

29 Ibid., p. 151. 

20 Ibid., p. 141* 
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movement as an example of a social calamity averted, Polanyi 
now discusses culture contacts between different races to illus¬ 
trate the nature of a social calamity, such as the Industrial 
Revolution. 

In both the case of social destruction within a single society 
as a result of inter-class action, and that between societies as 
a result of inter-people action, the social phenomenon is the 
same. The basic cause in either case, resulting in the degra¬ 
dation of the weaker element in the interaction, is the disin¬ 
tegration of the cultural environment of the victim not the 
economic exploitation of the weaker element by the stronger. 

. .The immediate cause of his [the weaker element’s] undo¬ 
ing. . .lies in the lethal injury to the institutions in which his 
social existence is embodied. The result is loss of self-respect 
and standards. . .” Economic factors may cause the weaker 
element to be weaker, or the economic process may, naturally, 
supply the vehicle of the destruction. . . but these facts do 
not make the basic cause economic rather than cultural. 

Polanyi cites as examples some native tribes in Africa to¬ 
day, the Indian masses in the second half of the nineteenth 
century, and the North American Indian race under United 
States rule. The Kaffir of South Africa was originally a 
noble savage ” and socially secure, but became a half- 
domesticated animal. . .a nondescript being, without self-respect 
or standards, veritable human refuse.” ” Their crafts have 
decayed, the political and social conditions of their existence 
have been destroyed, they are dying from boredom. . .or wast¬ 
ing their lives and substance in dissipation.” The cause is 
the existence of a ” cultural vacuum ”: the new culture will not 
accept them, their old culture does not offer them meaningful 


31 Ibid., p. 157, 

32 Idem. 

33 Idejfi. 
Z\Ibid., p. 157. 
25 Ibid., p. 158. 
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values. The desire for goods is not a sufficient motivation to 
such a people. Polanyi cites Margaret Mead: . .A group of 

savages.. .[can be] robbed of all incentive to effort and left 
to die painlessly beside streams still filled with fish. . 

The Kaffir is a perfect parallel of the laboring classes under 
the Industrial Revolution : 

Substitute social bar [to acceptance into the new social 
structure] for color bar and the Two Nations of the 1840’s 
emerge, the Kaffir having been appropriately replaced by the 
shambling slum dweller of Kingsley’s novels.®'^ 

Thurnwald’s penetrating mind recognized that the cultural 
catastrophe of black society today is closely analogous to 
that of a large part of white society in the early days of 
capitalism.^® 

The cultural and not economic nature of the social disin¬ 
tegration is stressed: 

... It is doubtful whether, as a matter of fact, there was 
[economic] exploitation.®® 

Polanyi holds that the purely material welfare of an exploited 
class or society may be improved by the social change, but 
such improvement is not relevant because it is not significant 
to the people involved. The catastrophe of the native com¬ 
munity is a direct result of the rapid and violent disruption of 
the basic institutions of the victim. . .These institutions are dis¬ 
rupted by the very fact that a market economy is foisted upon 
an entirely differently organized community; labor and land 
are made into commodities, which, again, is only a short for¬ 
mula for the liquidation of every and any cultural institution 
in an organic society.” Polanyi then goes on to cite India 
after the East India Company’s monopoly was abolished : 

36 Idem. 

37 Idem. 

ZSihid., p. 159 . 

39 Idem. 

40 Ibid., p. 159 . 
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The three or four large famines that decimated India under 
British rule since the Rebellion were thus neither a conse¬ 
quence of the elements, nor of exploitation, but simply of the 
new market organization of labor and land which broke up the 
old village without actually resolving its problems. While 
under the regime of feudalism and of the village community, 
noblesse oblige, clan solidarity, and regulation of the corn 
market checked famines, under the rule of the market the 
people could not be prevented from starving according to the 
rules of the game.'*^ 

Economically, India may have been—and, in the long run, 
certainly was—benefited, but socially she was disorganized 
and thus thrown a prey to nusery and degradation.^^ 

It is even possible, Polanyi continues, that deliberate eco¬ 
nomic aggrandizement may cause social calamity. He cites as 
an example the grant of land by the United States government 
to the Indians, in 1887. Financially the individual Indian bene¬ 
fited. Yet the measure all but destroyed the race in its physi¬ 
cal existence—the outstanding case of cultural degeneration on 
record.” The reintegration of the Indian culture, at least in 
places, was achieved not by ” economic betterment, but social 
restoration.'' John Collier’s insistence on a return to tribal 
holdings w^as the source of the miracle. (Polanyi mentions the 
Pawnee Ghost Dance as a symptom of the devastating cultural 
contact, since the dance emerged just when economic improve¬ 
ment was sealing the fate of the Indian’s aboriginal culture.) 

Polanyi concludes by pointing up his moral of the cultural 
nature of the Industrial Revolution, and the need of society 
to develop means of saving itself, which were found through 
protectionism. A social calamity did in truth occur, and its ex¬ 
planation was not economic exploitation—a “ materialistic 

41 Ibid., p. 160 . 

42 Idem. 

43 Idem. 

44 Ibid., p. 161 . 
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fallacy Economic liberalism and the market system caused 
the social ills and protectionism mitigated the evils, until the 
conflict disrupted the institutions of this civilization, produc¬ 
ing the great transformation. 

2 . 

The dominant institutions of the nineteenth century were 
liberal institutions, and the rationale of these institutions was 
supplied by economic liberalism, the creed of laisses-jaire. Yet 
laissez-jaire did not begin as a creed, nor as a call for complete 
non-intervention, nor as a motto for the market society. As a 
catchword in mid-eighteenth century France it had little rela¬ 
tion to the policy it represented in the nineteenth century. 
Laissez-jaire to the Physiocrats was simply a pro-agrarian 
slogan asking for free export of grain. For the rest, they 
sought in the “ ordre naturel merely a directive principle 
whereby an omnipotent and omniscient government could 
regulate the economy. '' The idea of a self-regulating system 
of markets had never as much as entered his [Quesnay’s] 
mind.'’ 

In England, laissez-faire originally meant free production, 
not free trade. , .Freedom in the sphere of exchange was still 
deemed a danger.” The Manchester cotton manufacturers op¬ 
posed free trade, and did not even seek free labor. They prof¬ 
ited, indeed, from the Old Poor Law, even from early Speen- 
hamland, ''Only by the 1820’s did it [economic liberalism] 
stand for the three classical tenets: that labor should find its 
price on the market; that the creation of money should be sub¬ 
ject to an automatic mechanism; that goods should be free to 
flow from country to country without hindrance or preference; 
in short for a labor market, the gold standard, and free 
trade.” But "not until the 1830’s did economic liberalism 

45 Idem. 

46 Ibid., p. 135. 

47 Ibid., p. 136. 

^Ibid., p. 135 . 
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burst forth as a crusading passion, and laissez-jaire become a 
militant creed/’ 

Yet even the crusaders for a free labor market thought of 
a gradual repeal of Speenhamland. Townsend had suggested 
ten years, and this was thought precipitate. It was the political 
victory of the middle class in 1832 whose momentum carried 
the Poor Law Reform Act without any period of grace. 
“ Laissez-jaire had been catalyzed into a drive of uncompro¬ 
mising ferocity.” 

Economic liberalism meant legislation in three areas to pro¬ 
duce one system. ” The utopian springs of the dogma of laissez- 
faire are but incompletely understood as long as they are 
viewed separately.” The global sweep of economic liberal¬ 
ism can now be taken in at a glance. Nothing less than a self¬ 
regulating market on a world scale could ensure the function¬ 
ing of this stupendous mechanism.” '' The expansion of the 
market system in the nineteenth century was synonymous with 
the simultaneous spreading of international free trade, com¬ 
petitive labor market, and gold standard; they belonged to¬ 
gether.” 

The market system had to be created by legislative enact¬ 
ment and maintained by administrative enforcement. 

There was nothing natural about laisses-faire ; free markets 
could never have come into being merely by allowing things 
to take their course ... Laissez-jaire itself was enforced by 
the state. 

. . . Laissez-faire was not a method to achieve a thing, it 
was the thing to be achieved.®® 


49 Ibid., p. 137. 

50 Idem. 

51 Ibid., p. 138. 
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Far from denouncing governmental action, the early eco¬ 
nomic liberals put great reliance upon the administrative 
bureaus. 

... The utilitarian liberal saw in government the great 
agency for achieving happiness.®® 

Benthamite liberalism meant the replacing of Parliamentary 
action by action through administrative organs.®^ 

The road to the free market was opened and kept open by 
an enormous increase in continuous, centrally organized and 
controlled interventionism.®® 

... The introduction of free markets, far from doing away 
with the need for control, regulation, and intervention, enor¬ 
mously increased their range. Administrators had to be con¬ 
stantly on the watch to ensure the free working of the system.®® 

As a matter of fact, there is an important distinction between 
economic liberalism and laisses-jaire. The economic liberals 
were the exponents of an automatic market economy. Laisses- 
jaire is a subordinate doctrine which demanded freedom from 
governmental restraint. But actually, the laisses-jaire doctrine 
applied only to the critical areas in a self-regulating market 
system. The economic liberals had no compunction about re¬ 
sorting to governmental interference—legislative, judicial, or 
administrative—in order to maintain the market system. It 
was not non-interference as such that was wanted, but an auto¬ 
matic system even at the expense of considerable interference: 

... Economic liberalism cannot be identified with laissez- 
faire ... 

Strictly, economic liberalism is the organizing principle of a 
society in which industry is based on the institution of a self¬ 
regulating market.®^ 
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The economic liberal can, therefore, without any inconsis¬ 
tency call upon the state to use the force of law; he can even 
appeal to the violent forces of civil war to set up the precon¬ 
ditions of a self-regulating market.®^ 

... At various times economic liberals themselves advocated 
restrictions on the freedom of contract and on laissez-faire in 
a number of well-defined cases of great theoretical and prac¬ 
tical importance.... We have in mind the principle of the as¬ 
sociation of labor on the one hand, the law of business cor¬ 
porations on the other,... It was justly charged in both cases 
that freedom of contract or laissez-faire was being used in 
restraint of trade.... But in practice such freedom conflicted 
with the institution of a self-regulating market, and in such a 
conflict the self-regulating market was invariably accorded 
precedence.^^ 

♦ ♦ # ♦ ♦ 

The economic liberal, then, wanted above all the establish¬ 
ment and maintenance of the self-regulating market, and called 
for laissez-faire in its behalf but did not hesitate to resort to 
interventionism when that served better. The self-regulating 
market was the basic institution of the liberal philosophy, and 
indeed was in fact the basic institution of the liberal economy, 
nineteenth century civilization. Altogether, however, there were 
four primary institutions upon which this civilization rested: 
(i) the balance-of-power system, (2) the gold standard, (3) 
the liberal state, and (4) the self-regulating market. “ But the 
fount and matrix of the system was the self-regulating mar¬ 
ket.'' ^ The three other institutions derived from it: 

The gold standard was merely an attempt to extend the 
domestic market system to th^ international field; the balance- 
of-power system was a superstructure erected upon and, 
partly, worked through the gold standard j the liberal state 
was itself a creation of the self-regulating market.®® 
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These four institutions formed an institutional system upon 
which the civilization rested. The key to the institutional sys¬ 
tem of the nineteenth century lay in the laws governing market 
economy.'’ 

Nineteenth century civilization, as well as being the era of 
industrial capitalism, was also roughly coextensive with the 
period of the ‘‘ Hundred Years’ Peace.” With the exception of 
the colonial Crimean War, the six great powers were at war 
with each other for only eighteen months during the century 
from 1815 to 1914. Yet great political changes occurred during 
this period, which might well have produced general war. 
Polanyi finds the secret of this political anomaly to lie ulti¬ 
mately in the economic institution of the self-regulating market. 

The immediate cause of the peace was balance of power. Yet, 
as Polanyi adduces from analyses by Hume and Schuman,®*^ 
balance of power in universal history normally involves con¬ 
stant warfare. The mere nature of power as an active force led 
power units to a balance of power, which simply means that 
each unit in a power system attempts to maintain its independ¬ 
ence by combining with other units in such a way as never 
to be outweighed by an opposing unit or combination. Polanyi 
insists that this attempt again and again in history brought 
** continuous war between changing partners.” Even after a 
balance-of-power system was formally established by agreement 
in the Treaty of Utrecht (1713), Europe had sixty or seventy 
major wars for another century. (An international balance-of- 
power system is the result of deliberate agreement mutually to 
adopt the balance-of-power principle of national conduct.) This 
system, with or without wars, was responsible for ” the mainte¬ 
nance of all states, great and small, over a period of some two 

66 Idem. 

^7 Ibid., Note i, to Chapter i, “Balance of Power as Policy, Historical 
Law, Principle, and System,” Section 2, “ Balance of power as a historical 
law,” pp. 260, 261. 

e&Ibid., p. 6. 



THE DILEMMA OF MARKET SOCIETY l8l 

hundred years/’ But neither balance of power nor the bal- 
ance-of-power system was designed to avert war. Yet for the 
second century of the system’s history there was practically no 
general war. Polanyi holds that it is the conjunction of this 
system with an acute peace interest which perpetuated peace. 
The peace interest, in turn, derived from the Industrial Revo¬ 
lution : 

Thus the new organization of economic life provided the 
background of the Hundred Years’ Peace/® 

. . . Only on the background of the new economy could the 
balance-of-power system make general conflagrations avoid- 
able.^i 

There were two basic periods during the Hundred Years’ 
Peace, the first dominated by the Holy Alliance in the interest 
of a cartel of dynasts and feudalists ” who were opposed to 
the revolutionary mercantile middle classes, the second by the 
Concert of Europe in the interests of the now dominant middle 
classes. Peace was thus first a negative response to the new 
economic order, and later the result of the needs of the system. 
But even during the first period, the peace movement won sup¬ 
port because it served the business interests of the emerging 
economy. 

The Holy Alliance had a peace interest because it was afraid 
of the revolutionists. The revolutionists, the middle classes, 
threatened the patrimonial positions of the old ruling classes. 
The instruments the Alliance used were the “ international of 
kinship ” of the kings and aristocracies of Europe, and the 

voluntary civil service ” of the Catholic Church. The 
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hierarchies of blood and grace were fused into an instrument 
of locally effective rule which needed only to be supplemented 
by force to ensure continental peace/' Thus feudalism, 
thrones, and church constituted the social organs of the balance- 
of-power system ‘‘ capable of dealing directly with the internal 
forces active in the area of peace." 

There is an intervening period about which Polanyi does not 
say much, lasting from 1846 to 1871. All of the eighteen 
months of war experienced by the century come during this 
period. During this time ‘‘ peace was less safely established, the 
ebbing strength of reaction meeting the growing strength of 
industrialism." Polanyi does not stop to develop explicitly 
the application of his theory to this period, except indirectly in 
an appendix note.^® In this note he points out that the trade 
wars between England and France had been a fertile source 
of general wars," but they cease after 1815. His explanation 
for this cessation is the disappearance of the war interest with 
the passing of the old colonial empires, and the rise of a posi¬ 
tive peace interest. The positive peace interest emerged with 
free trade and the international gold standard: 

... A positive peace interest emerged in consequence of the 
new international currency and credit structure associated 
with the gold standard.®^ 

Presumably this business interest, despite the anti-business 
interest of the Holy Alliance, was an effective organ of peace 
dating from 1815. In another place Polanyi admits that the 
positive business interest in peace is effective during the first 
period: 
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During the Thirty Years’ Peace, 1816-46, Great Britain 
was already pressing for peace and business, nor did the Holy 
Alliance disdain the help of the Rothschilds.®^ 

Thus, presumably, there is a continuity of the business inter¬ 
est and its social organs helping to maintain peace throughout 
the century. But the second major period, after the Holy Alli¬ 
ance, is that of the Concert of Europe. The business interest of 
the middle classes constituted the peace interest. Its social 
organs were “ international finance and the national banking 
systems allied to it.” 

International finance, or haute finance, was an institution 
which came to serve as an instrument of peace through the law 
of availability. ”... By functional determination it fell to haute 
finance to avert general wars.” Yet to the degree to which— 
in virtue of its [international finance’s] position and personnel, 
its private fortunes and affiliations—it was actually independent 
of any single government, it was able to serve a new interest, 
which had no specific organ of its own, for the service of which 
no other institution happened to be available, and which was 
nevertheless of vital importance to the community: namely, 
peace.” 

Haute finance was amazingly successful as an instrument of 
peace; up to about 1904 when the Concert of Europe dissolved 
and the balance-of-power system came to an end: 

This great political feat [peace amid social revolution] was 
the result of the emergence of a specific entity, haute finance, 
which was the given link between the political and the eco¬ 
nomic organization of international life.®® 

81 Ibid., p. 17. The reference to Rothschild, as will be explained below, 
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Yet the secret of the successful maintenance of general peace 
lay undoubtedly in the position, organization, and techniques 
of international finance.®® 

Haute finance was an independent institution with its own 
interests, which happened to include the absence of general war. 
They were independent of any single government partly be¬ 
cause of the multi-national character of the affiliations of the 
Rothschilds—'' the metaphysical extraterritoriality of a Jewish 
bankers’ dynasty domiciled in the capitals of Europe. . . . ” ®'^ 
More basically, there was the social need for an agent independ¬ 
ent of any one national government and “ commanding the 
confidence of national statesmen and of the international inves¬ 
tor alike.” ®® While independent of national governments and 
national central banks, international finance was in close touch 
with them all, for it depended on national finance which was in 
turn somewhat subservient to government. Thus domestic 
finance and international diplomacy were linked through inter¬ 
national finance. This contact with governments and national 
finance gave it an opportunity to exercise its peace interest 
effectively, at least to the extent that the governments depended 
on international finance. 

The interest of haute finance was primarily, of course, profits. 
But profits depended on the avoidance of general war: 

But their business would be impaired if a general war be¬ 
tween the Great Powers should interfere with the monetary 
foundations of the system.®® 

The vast majority of the holders of government securities, 
as well as other investors and traders, were bound to be the 
first losers in such wars, especially if the currencies were 
affected.®® 

56 Ibid., p. 10. 

5 7 Idem. 

88 Idem. 

SQ Ibid., pp. 10, II. 

90 Ibid., p. 13. 



THE DILEMMA OF MARKET SOCIETY 185 

Trade had become linked with peace ... Trade was now 
dependent upon an international monetary system which could 
not function in a general war. It demanded peace ... [which 
was ensured by] international finance, the very existence of 
which embodied the principle of the new dependence of trade 
upon peace.®^ 

International capital, of course, was bound to be the loser 
in else of war ... 

Haute finance financed governments, and comprised long¬ 
term investment in a variety of types of foreign corporations. 
Affiliated with haute finance proper were the major national 
finance capitals, the hearts of which were found in the central 
banks and stock exchanges. There was, further, a variety of 
forms of national finance in addition to the centers of national 
finance and the Treasuries. Haute finance was international in 
organization, personnel, and scope of investments, but it also 
functioned through local finance and government: 

For haute finance as an activating center of bankers’ par¬ 
ticipation in syndicates and consortia, investment groups, for¬ 
eign loans, financial controls, or other transactions of an 
ambitious scope, was bound to seek the co-operation of na¬ 
tional banking, national capital, national finance.®^ 

. . . International finance [was] eager to keep in touch with 
the governments themselves.®^ 

There was intimate contact between finance and diplomacy; 
neither would consider any long-range plan, whether peaceful 
or warlike, without making sure of the other’s good will.®^ 

Though haute finance desired peace, and had allies in the 
peace interest in each nation based on foreign investments, gov¬ 
ernments desired peace only secondarily as reflecting the busi- 
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ness interests of their peoples, but always primary were the 
interests of government as such—the power interest. “ Power 
had precedence over profit.” In the relations between France 
and Germany in reference to German bonds, and again between 
Great Britain and Germany in relation to the Baghdad railway, 
financial interests had to give way before political interests.” 
Furthermore, international finance often called upon the war 
power of governments to achieve its financial ends in respect 
to weak governments. The financiers were not afraid of all war, 
but only of general war: 

The chief danger .. . which stalked the capitalists of Europe 
was not technological or financial failure, but war—not war 
between small countries (which could easily be isolated) nor 
war upon a small country by a Great Power (a frequent and 
often convenient occurrence), but a general war between the 
Great Powers themselves.^® 

Financiers actually profited by and hence encouraged local 
wars: 


Actually, business and finance were responsible for many 
colonial wars, but also for the fact that a general conflagration 
was avoided,.. . Every war, almost, was organized by finan¬ 
ciers; but peace also was organized by them.^® 

International law was altered to permit economic and finan¬ 
cial action to continue with the minimum of interference be¬ 
tween countries at war. 

The gold standard and the constitutional national state were 
upheld by finance as parts of the international system. Small 

9 QIbid., p. 12. 
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sovereign states needed loans, and loans depended on credit. 
Credit depended on stability and reliability, which finance in¬ 
sisted be underwritten by constitutionalism. Furthermore, credit 
depended on the national budget which was connected with the 
external value of the country’s currency. Hence allegiance to 
the gold standard was encouraged: 

Gold standard and constitutionalism were the instruments 
which made the voice of the City of London heard in many 
smaller countries which had adopted these symbols of adher¬ 
ence to the new international order. The Pax Britannica . . . 
frequently . . . prevailed by the timely pull of a thread in the 
international monetary network.'^ 

Haute finance even administered, unofficially, the finances of 
the semicolonial regions of the world, including the Balkans, 
Turkey, Syria, Persia, Egypt, China. This was one way general 
war was averted: 

It was here that the day’s work of financiers touched upon 
the subtle factors underlying internal order, and provided a 
dc jacto administration for those troubled regions where peace 
was most vulnerable. 

Thus railways could be built across national borders, despite 
the economic and political implications of such contacts: 

Only the iron grip of finance on the prostrate governments 
of backward regions could avert catastrophe. 

Thus haute fifiance, governed by a business interest which 
was international, became the instrument of the peace interest 
of capitalist Europe, and operated in conjunction with the 
political institution of the balance-of-power system, embodied 
in the Concert of Europe, to maintain peace in Europe for over 
forty years. The nations were integrated into an international 
political system, and the national economies into an interna- 
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tional economy. Thus the four institutions, two economic and 
two political, were interlinked to form one international system 
in which the economic and political were fused. Together these 
institutions spelled capitalism and peace : 

It must be clear by this time that the peace organization 
rested upon economic organization.^®® 

Only a madman would have doubted that the international 
economic system was the axis of the material existence of the 
race. Because this system needed peace in order to function, 
the balance of power was made to serve it.^®^ 

So economic liberalism was the author not merely of a 
domestic market economy in England, but of a world-wide 
international political and economic system. 

3 - 

The market system expanded over the face of the globe, and 
established its characteristic institutions: 

That system developed in leaps and bounds; it engulfed 
space and time, and by creating bank money it produced a 
dynamic hitherto unknown. By the time it reached its maxi¬ 
mum extent, around 1914, every part of the globe, all its in¬ 
habitants and yet unborn generations, physical persons as well 
as huge fictitious bodies called corporations, were comprised 
in it. A new way of life spread over the planet with a claim 
to universality unparalleled since the age when Christianity 
started out on its career, only this time the movement was on 
a purely material level.^®® 

But though consistently conquering for a century, it was 
not universally successful in all spheres, and was not destined 
to survive. The protectionist countermovement spontaneously 
arose to protect society and even economic productivity itself. 
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The three fictitious commodities, labor, land, and money— 
representing the real entities man, nature, and the productive 
organization—could not really become commodities without 
self-destruction and the destruction of society. The conflict of 
the two opposing forces—self-protection and self-regulation— 
eventually produced the collapse of the civilization in which the 
forces operated. 

Let us examine the history of protectionism in relation to 
each of the three fictitious commodities separately, starting 
with labor. The market must include a market for labor, at a 
price called wages, which regulates the supply and demand of 
labor power. But labor power is inseparable from human 
beings, and . the commodity fiction disregarded the fact 
that leaving the fate of. . . people to the market would be tanta¬ 
mount to annihilating them.’’ Thus . factory legislation 
and social laws were required to protect industrial man from 
the implications of the commodity fiction in regard to labor 
power . . . ” 

“ To separate labor from other activities of life and to sub¬ 
ject it to the laws of the market was to annihilate all organic 
forms of existence and to replace them by a different type of 
organization, an atomistic and individualistic one.” Thus 
kinship, neighborhood, profession, and creed had all to give 
way to the free contract principle, and thus liberal intervention¬ 
ism (the free contract) was responsible for the destruction of 
noncontractual relationships and for the prevention of re-form¬ 
ing them. This process can be seen repeated today in the estab¬ 
lishment of a labor market in colonial areas. “ The natives are 
to be forced to make a living by selling their labor. To this end 
their traditional institutions must be destroyed, and prevented 
from re-forming, since, as a rule, the individual in primitive 
society is not threatened by starvation unless the community as 
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a whole is in a like predicament/’ ‘‘ Ironically, the white 
man’s initial contribution to the black man’s world mainly con¬ 
sisted in introducing him to the uses of the scourge of hunger. 
Thus the colonists may decide to cut the breadfruit tree down 
in order to create an artificial food scarcity or may impose a 
hut tax on the native to force him to barter away his labor.” 

“ Now, what the white man may still occasionally practice in 
remote regions today, namely, the smashing up of social struc¬ 
tures in order to exact the element of labor from them, was 
done in the eighteenth century to white populations by white 
men for similar purposes.” ‘‘ Legal compulsion and parish 
serfdom as in England, the rigors of an absolutist labor police 
as on the Continent, indented labor as in the early Americas 
were the prerequisites of the * willing worker ’. But the final 
state was reached with the application of * nature’s penalty,’ 
hunger. In order to release it, it was necessary to liquidate 
organic society, which refused to permit the individual to 
starve.” 

Polanyi insists that it is part of organic society ” not to 
permit individual starvation. The whole society starves or no 
one starves. Capitalism changed this because it depended on the 
threat of starvation to get the individual to seek to sell his labor 
power on the market. Not hope of gain, but fear of starvation 
must be relied upon to transform people to wage laborers. 
Capitalists had to resort to brutality at times to make the threat 
of starvation real. Thus society itself was threatened in the 
effort to make a commodity out of labor power. 

Society protects itself from the attack. In the first instance 
the political rulers act to protect society. In terms of the class 
assumption of social missions, as discussed earlier, it was the 
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landlord class in England which protected the common people 
from the Industrial Revolution. First they resorted to Speen- 
hamland for this reason. Although ultimately futile, it was suc¬ 
cessful in staving off ruin and in allowing time “ for almost 
complete readjustment.'* After the Reform Parliament abol¬ 
ished Speenhamland, the landlords shifted their technique to a 
program of factory laws. The Church also opposed the mill 
owners. Factory reform was the work of Tory socialists— 
churchmen, protectionists, humanitarians, but Tories: 

The Ten Hours Bill of 1847, which Karl Marx hailed as 
the first victory of socialism, was the work of enlightened re¬ 
actionaries. 

In England the working class was not for a long time effec¬ 
tive agents in its own behalf, as were the laborers on the 
Continent. Not that there were not movements backed by labor, 
but they failed and did not result in Parliamentary power or 
legislation. The Owenite Movement and the Chartist Move¬ 
ment were the two great efforts of the British working class 
that might have changed social history: 

When Owenism and Chartism had burned themselves out, 
England had become poorer by that substance out of which 
the Anglo-Saxon ideal of a free society could have been built 
up for centuries to come.^^® 

. . . The Owenite movement... formed a monument to the 
creative imagination of the race, and ... Chartism ... showed 
that some of the people were still able to dream their own 
dreams, and were taking the measure of a society w’hich had 
forgotten the shape of man.'^® 

These two movements enlisted hundreds of thousands of fol¬ 
lowers and represented the spontaneous self-protective tenden- 
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cies of society. But both movements failed, though highly 
constructive: 

That its [Owenism's] impetus was lost—or, rather, was 
maintained only in the peripheric sphere of the consumers' 
movement—^was the greatest single defeat of spiritual forces 
in the history of industrial England.^^^ 

Owenism was a non-political social movement, seeking an 
alternative to capitalism while accepting the inevitability of 
industrialism. Chartism was strictly a political movement, seek¬ 
ing popular suffrage. The defeat of this movement demon¬ 
strated the hostility which the ruling middle classes had to¬ 
wards democracy. They feared the effect on the economic 
system of granting the vote to a class not in sympathy with it. 
The vote was eventually gained for the laboring people only 
after they were made acquiescent to capitalism and hence no 
longer constituted a danger to the system. 

This was too late: 

As to the... task of restoring the common people, whose 
lives had been uprooted in the Industrial Revolution, and 
inducting them into the fold of a common national culture, it 
was left undone. Their investment with the vote at a time 
when irreparable damage had already been inflicted upon their 
capacity for sharing in leadership, could not retrieve the posi¬ 
tion. The ruling classes had committed the error of extending 
the principle of uncompromising class rule to a type of civili¬ 
zation which demanded the cultural and educational unity of 
the commonwealth if it should be safe from degenerative 
influences.^'® 

Chartism failed because of the capitalists’ fear of the masses 
consequent upon Continental uprisings, while the English 
masses were no longer in the mood for revolution. The Golden 
Age of capitalism had set in, and “ capitalism began to deliver 
the goods.” 
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The situation on the Continent was radically different. There 
the working man had gained social status by being urbanized 
and proletarianized. His social status as a peasant had been 
much lower than that of the self-respecting English yeoman. 
Moreover, he had the bourgeoisie as allies in certain respects, 
for both classes remained subordinate to the actual ruling 
class—the “ feudal aristocracy and Roman episcopacy.” The 
intelligentsia united the two classes against absolutism and 
privilege. Moreover, there was no lowering of the barriers be¬ 
tween the ruling and lower classes, intermarriage being absent 
and the absence of primogeniture keeping each new generation 
of the aristocracy securely within the fold. This differed from 
the English situation because in England the political interests 
of the middle class did not require alliance with the laboring 
classes, and the middle classes gradually became absorbed into 
the ruling classes. The result on the Continent was that “ every 
successful step towards equal rights and liberties thus benefited 
Continental middle and working classes alike.” Although the 
bourgeoisie won the fruits of the victories, the w'orking class 
learned how to be political activists. They developed class 
consciousness, ” [learned] to use [their] industrial and political 
strength as a weapon of high policy,” and became political 
socialists. 

Another difference on the Continent was the great time lag 
relative to England. The Industrial Revolution came half a 
century later than in England, and really never came in the 
social sense of the term. National unity came even later on the 
Continent—Germany and Italy not arriving till the second half 
of the nineteenth century where England had been centuries 
earlier, and small countries arriving later still. The problem of 
state building on the Continent, therefore, was concomitant 
with the growth of the market system, and the working classes 
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benefited. The ruling classes, needing the political support of 
the working classes, made concessions of social legislation and 
other pro-labor legislation to achieve national unity. 

Although having a different history because of differences in 
circumstances, and using different techniques, nevertheless, 
both in England and on the Continent social protection was the 
response to self-regulation in the sphere of labor, and the re¬ 
sults were almost identical. Self-protection achieved its end: 

the disruption of the market for that factor of production 
known as labor power.” . The labor market was allowed 

to retain its main function only on condition that wages and 
conditions of work, standards and regulations should be such 
as would safeguard the human character of the alleged com¬ 
modity, labor.” Self-protection necessarily interfered with 
the mobility of labor and the flexibility of wages, contributing 
to unemployment, but man is saved as a consequence. 

4c 4t ife ](C 4c 4c , 4c 

Just as the market system demanded that labor power be¬ 
come a commodity, it likewise made this requirement of the 
use of land. Yet land is but another name for nature, or at least 
an important element of nature. Man is a part of nature, and 
human society is interwoven with nature. To subject land to 
the market mechanism implies a separation of man and nature 
as well as the commercialization of natural productive forces. 
But just as in the case of labor, the thorough application of 
the commodity fiction meant the destruction of the soil. Hence 
” land laws and agrarian tariffs were called into being by the 
necessity of protecting natural resources and the culture of the 
countryside against the implications of the commodity fiction 
in respect to them ...” 

The economic function is but one of the many vital func¬ 
tions of land. It invests man’s life with stability; it is the site 
of his habitation; it is condition of his physical safety; it is the 
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landscape and the seasons. We might as well imagine his being 
born without hands and feet as carrying on life without land. 
And yet to separate land from man and organize society in 
such a way as to satisfy the requirement of a real-estate market 
was a vital part of the utopian concept of a market economy. 

The commodity fiction handed over the fate of man and 
nature to the play of an automaton running in its own grooves 
and governed by its own laws. Nothing similar had ever been 
witnessed before. Under the mercantile regime [for example] 
...labor and land were not entrusted to the market; they 
formed part of the organic structure of society. Where land 
was marketable, only the determination of price was, as a 
rule, left to the parties.. .. Land stood under the custom of 
manor, monastery, and township, under common-law limita¬ 
tions concerning rights of real property . . . 

Traditionally, land and labor are not separated; labor forms 
part of life, land remains part of nature, life and nature form 
an articulate whole. Land is thus tied up with the organiza¬ 
tions of kinship, neighborhood, craft, and creed—with tribe 
and temple, village, gild, and church.'-^® 

Once more Polanyi explains social protection as carried out 
by classes in their own class interest but serving the general 
interests of society. The classes he gives credit to here are the 
feudal aristocracy and the upper strata of the Church hierarchy, 
added this time, at least on the Continent, to the peasants. 
Their instruments were common law and legislation. 

As we have indicated before, Polanyi holds that the subjec¬ 
tion of nature to the market economy took place slowly over 
centuries, and in definite stages. The liquidation of feudalism 
in the mercantile period was equivalent to commercialization 
of the soil. Common law during the mercantilist period moved 
tow^ard a capitalistic outlook, while legislation protected '' habi¬ 
tation.” ”... In England common law . . . succeeded in bridg- 

12 ^ I hid. y p, 178. 
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ing the gap between restricted medieval property rights and 
modern individual property. . . ” But since the eighteenth 
century common law, in respect to land, was definitely on the 
side of protection. Legislation upon occasion reenforced com¬ 
mon law. But the Benthamite movement won out and extended 
the freedom of contract to the land. 

The inertia of the common law was deliberately enhanced 
by statutes expressly passed in order to protect the habitations 
and occupations of the rural classes against the effects of free¬ 
dom of contract. A comprehensive effort was launched to en¬ 
sure some degree of health and salubrity in the housing of the 
poor, providing them with allotments, giving them a chance 
to escape from the slums and to breathe the fresh air of nature, 
the “ gentleman’s park.” . . . On the continent it was mainly 
statute law and administrative action that saved the tenant, 
the peasant, the agricultural laborer from the most violent 
effects of urbanization.^^^ 

The rise of free trade endangered the agricultural populations 
of countries and continents. The colonial peoples could not pro¬ 
tect themselves, but the sovereign states of Central Europe had 
the power. “ Central Europe, facing utter destruction of its 
rural societv, was forced to protect its peasantry by introducing 
corn laws.” 

The opponents of protectionism were not only the trading 
classes but also the working classes, for they found that free 
trade made food cheaper. Thus the working class w^as protec¬ 
tionist in the labor field, but in respect to land opposed the pro¬ 
tectionism of the agrarian classes. However reactionary the 
direct interests of the protectionist classes, their protectionist 
function was in the intere.st of society at large. It is for this 
reason only that the leading position of obsolete landed classes 
was perpetuated during the nineteenth century: 
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In effect, the great influence wielded by landed interests in 
Western Europe and the survival of feudal forms of life in 
Central and Eastern Europe during the nineteenth century 
are readily explained by the vital protective function of these 
forces in retarding the mobilization of the land.^^^ 

. .. Feudalism and landed conservatism retained their 
strength as long as they served a purpose that happened to be 
that of restricting the disastrous effects of the mobilization 
of land.^^^ 

Given a system entirely dependent upon market functions 
for the safeguarding of its existential needs, confidence will 
naturally turn to such forces outside the market system which 
are capable of ensuring common interests jeopardized by that 
system. Such a view is in keeping with our appreciation of 
the true sources of class influence: instead of trying to explain 
developments that run counter to the general trend of the time 
by the (unexplained) influence of reactionary classes, we prefer 
to explain the influence of such classes by the fact that they, 
even though incidentally, stand for development only seem¬ 
ingly contrary to the general interest of the community. 

Speenhamland is an example of the landed aristocracy acting 
for reactionary reasons to protect society from the Industrial 
Revolution. A similar need came wdth the expansion of the 
market economy to the Continent, and reactionary classes were 
again the agents of protectionism: 

The protectionist countermovenient actually succeeded in 
stabilizing the European countryside and in weakening that 
drift towards the towns which was the scourge of the time. 
Reaction was the beneficiary of a socially useful function 
which it happened to perform. 

The political history of Continental Europe was made up 
of the struggle between the economic liberals, on the one hand, 
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defending the market economy and the liberal, constitutional 
state, and on the other hand the reaction, made up of the landed 
classes, the military, and the higher clergy: 

The stupendous industrial achievements of market economy 
had been bought at the price of great harm to the substance 
of society. The feudal classes found therein an occasion to 
retrieve some of their lost prestige by turning advocates of 
the virtues of the land and its cultivators. ... In the agrarian 
movement of the nineteenth century feudalism was trying not 
unsuccessfully to recover its past by presenting itself as the 
guardian of man’s natural habitat, the soil. If the danger had 
not been genuine, the stratagem could not have worked. 

The Army, Church, and peasantry were useful as defenders 
of law and order, which became a great interest of market 
society, yet for which there was no instrument provided by 
capitalism itself. The great danger of riots and rebellion and 
other disruptions of the peace was the threat of a breakdown 
of the economic system through failure of labor to “ play the 
rules of the game,’’ manifested by a collapse of prices and 
stocks: 

... In an emergency the working class, its trade unions and 
parties, might disregard the rules of the market which estab¬ 
lished freedom of contract and the sanctity of private property 
as absolutes—a possibility which must have the most deleteri¬ 
ous effects on society, discouraging investments, preventing 
the accumulation of capital, keeping wages on an unremuner¬ 
ative level, endangering the currency, undermining foreign 
credit, weakening confidence and paralyzing enterprise.'-^" 

As important as peace was, the capitalists were not fighters 
and had no means themselves to maintain the peace. Hence the 
need for the Army, Church, and peasantry. The reliance of the 
capitalists upon the peasantry for law and order was an asset 
to the general political position of the agrarian interests. 

136 /fnd., p. 186. 
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One of the functions of reaction was understood to be to 
keep the working classes in their place, so that markets should 
not be thrown into panic. 

Eventually, the peasantry, least contaminated by the liberal 
virus, were reckoned the only stratum that would stand in 
their persons for “ law and order.'* 

. .. The availability of the peasantry as the defenders of 
property rights was an asset to the agrarian camp.^'^® 

Polanyi explains the politics of Europe between the two 
world wars, and the rise of fascism partly in terms of the need 
to use the peasantry and later storm troops to prevent the 
laboring class from violating the rules of the capitalist game. 
The peasants were thus in a strategic position to insist upon 
agrarian protectionism. The postwar desire for autarchy also 
strengthened the landowners’ influence, even after the peasantry 
were no longer useful. Hence the agrarian interests were con¬ 
sistent protectionists, but also supplied a useful service to 
maintain the market system. The agrarian classes were partly 
allies of capitalism, while the working class were conscious 
opponents: 

The reactions of the working class and the peasantry to 
market economv both led to protectionism. . . . Yet there was 
this important difference: in an emergency, the farmers and 
peasants of Europe defended the market system, which the 
working class policies endangered. . . . The social strata con¬ 
nected with the land were inclined to compromise with the 
market system, while the broad class of labor did not shrink 
from breaking its rules and challenging it outright. 

1^ ♦ ♦ ’t' ♦ 

The market economy demanded still a third fictitious com¬ 
modity, money. That is, “ purchasing power is, in principle, 
here supplied and regulated by the action of the market itself. 
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. . . According to this doctrine money is only another name for 
a commodity used in exchange more often than another, and 
which is therefore acquired mainly in order to facilitate ex¬ 
change. ... If gold happens to be used as money, its value, 
amount, and movements are governed by exactly the same laws 
that apply to other commodities. ... It follows also that if gold 
is used as money, bank notes, if such exist, must represent 
gold.’^ 

The gold standard was the name for an extended, inter¬ 
national system of a commodity money based on gold. Further¬ 
more, '‘commodity money was vital to the existence of foreign 
trade. . . We have already examined the interrelationship 
of international trade, international investment, international 
banking, and the gold standard. “ Belief in the gold standard 
was the faith of the age.^’ “ Indeed, the essentiality of the 
gold standard to the functioning of the international economic 
system of the time was the one and only tenet common to men 
of all nations and all classes, religious denominations, and 
social philosophies.” 

Money was held to be strictly divorced from political signifi¬ 
cance, and wholly removed from governmental control: 

For more than a century, money was regarded as a purely 
economic category, a commodity used for the purpose of in¬ 
direct exchange. If gold was the commodity so preferred, a 
gold standard was in being. . .. The national character of cur¬ 
rencies was of no consequence, since they were but dilTerent 
tokens representing the same commodity. And if it was in¬ 
judicious for a government to make any effort to possess itself 
of gold, ... it was even more injudicious to imagine that the 
nationally different tokens were of any relevance to the wel¬ 
fare and prosperity of the countries concerned.^'*® 
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Yet Polanyi insists that there is a great difference between 
commodity money and what he calls token money. Token 
money, and not commodity money, was used in domestic trade. 
The institution of token money, and its control through central 
banking mechanisms, was society’s measure of self-protection 
against the complete use of commodity money. The very func¬ 
tioning of the system itself required the use of token money 
rather than commodity money. 

Token money, or paper money, is an artificial money of great 
flexibility. It is based on credit (or sometimes on governmental 
fiat) and can expand or contract in volume according to the 
needs of credit and of business transactions. This is especially 
true if it is controlled throughout a country in one unified sys¬ 
tem by the deliberate policies of a central bank. Such a system 
of token money not merely substitutes for a domestic com¬ 
modity money, but can mitigate the domestic effects of an inter¬ 
national commodity money. 

A domestic commodity money is completely untenable. “ . . . 
The market administration of purchasing power would periodi¬ 
cally liquidate business enterprise.” The reason behind this 
threat to business lies in the nexus between business, profits, 
prices, and money. Commodity money cannot be altered in 
amount except by altering the amount of the commodity itself, 
which is practice rarely alters much in a short period. But the 
volume of business may alter considerably in a short time. An 
increase of business with a fixed supply of money must result 
in decreased prices. Over a period of time all prices would 
adjust proportionally. But in the short run some prices are 
fixed by contract, such as the price of labor. Thus individual 
businessmen would find their selling price reduced without a 
corresponding decrease in costs. This cuts down or even ex¬ 
tinguishes their profit. Hence, “ ‘ going concerns ’ were forced 
to liquidate.” If enough individual enterprises were effected, 
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the productive organization of the economy would itself be 
threatened: 

Hence, if the price level was falling for monetary reasons 
over a considerable time, business would be in danger of 
liquidation accompanied by the dissolution of productive or¬ 
ganization and massive destruction of capital.^'*® 

" This is the easily understandable reason why a system of 
commodity money, such as the market mechanism tends to pro¬ 
duce without outside interference, is incompatible with indus¬ 
trial production.” The threat was real in mercantilist times. 
'' Scarcity of money was a permanent, grave complaint with 
seventeenth century merchant communities.” It was in re¬ 
sponse to this threat that the use of paper money was instituted. 

Token money was developed at an early date to shelter trade 
from the enforced deflations that accompanied the use of specie 
when the volume of business swelled.” 

The nineteenth century problem was really that of integrat¬ 
ing the domestic system of token money with the international 
system of commodity money. The flow of gold out of a country 
would result in a decrease in transactions due to a shortage of 
money, in turn resulting in a drop in prices with attendant 
hardship to the business world. This ” transactional ” deflation 
would spread from firm to firm until it reached the exporting 
firms, causing an export surplus or ” real ” transfer halting the 
deflation. This is a costly, uneven, and disruptive method of 
achieving real ” transfer 

In a domestic system of credit money the deflation would 
work through a restriction of credit, but would be just as un¬ 
equable and disastrous. The solution resorted to by the nine¬ 
teenth century was the protectionist one of central banking and 
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monetary management. The central bank was able to exert a 
twofold counterinfluence upon the disruptive tendencies of the 
international commodity money upon the domestic monetary 
system and productive organization. It was able to limit the 
amount of credit restriction otherwise necessary, and to spread 
the efiPects of restriction throughout the business world while 
at the same time placing the burden of the restriction on the 
strongest firms. Short-term loans might avert deflation alto¬ 
gether. If not, the standard techniques of raising the discount 
rate and selling in the open market would soften the blow: 

The broad pressure of its discount and open-market policy 
forced domestic prices down more or less equally, and enabled 
“ export-near ” firms to resume or increase exports, while 
only the least efficient firms would have to liquidate. 

But although a great improvement over “ transactional defla¬ 
tion,” ”... the outcome was, nevertheless, again and again a 
complete disorganization of business and consequent mass un¬ 
employment . . . ” showing again the utopian nature of the 
market ideal. 

Although not always recognized, central banking meant a 
real interference with the market system, and ” reduced the 
automatism of the gold standard to a mere pretense.” Since 
it was a df)gma that the central bank’s management of the cur¬ 
rency would always aim at staying on gold, no conflict w^as 
seen. But when the internal price level changed more than the 
2 or 3 per cent that separated the gold points, sometimes as 
high as 30 per cent, then definitely the price level became a 
political not merely economic problem, and the central bank w^as 
the instrument of intervention. Thus monetary problems be¬ 
came the center of internal political controversy and eventually 
played a role in the rise of fascism. International relations were 
also affected by monetary problems, beginning the 1870’s: 
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... Dogmatic belief in the international gold standard con¬ 
tinued to enlist men's stintless loyalties, while at the same time 
token currencies were established, based on the sovereignty 
of the various central banking systems. Under the aegis of 
international principles, impregnable bastions of a new na¬ 
tionalism were being unconsciously erected in the shape of the 
central banks of issue. 

The class vehicle of intervention in the case of money is none 
other than the ruling capitalist classes themselves. The inter¬ 
national banker, and his affiliates the national bankers, were not 
only in control of this instrument of intervention but used it, 
as we have seen, in support of the general structure of a market 
society; 

.. . The profitability of business depended upon stable ex¬ 
changes and sound credit conditions, both of which were under 
the care of the banker. ... A sound budget and stable internal 
credit conditions presupposed stable foreign exchanges; also 
exchanges could not be stable unless domestic credit was safe 
and the financial household of the state in equilibrium. Briefly, 
the banker's twin trust comprised sound domestic finance and 
external stability of the currency. 

Thus the expansion of the worldwide market system was met 
by a protectionist countermovement in three areas. “ Paradox¬ 
ically enough, not human beings and natural resources only but 
also the organization of capitalistic production itself had to 
be sheltered from the devastating eflPects of a self-regulating 
market." 

4- 

We may start our evaluation of Polanyi by observing that 
the underlying integrating theme which pervades his work is 
his conception of social law. The so-called economic laws are 
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genuine realities, but they only have the force of social law in 
modern market society. Even so, they cannot supplant or over¬ 
rule the more basic societal laws, and indeed economic law 
eventually succumbed to the greater power of these overriding 
forces. The genesis of this fundamental, constitutional law of 
society springs from the inherent natural unity of human so¬ 
ciety. This unity, in turn, derives from the psychological nature 
of the entity man. The philosophical fact, stressed at least as 
early as Aristotle, that man by constitutional structure cannot 
fulfill the needs of his being except when living in intimate rela¬ 
tionship with other men—this axiom of philosophical psychol- 
ogy must form the basis of all nomics of man, whether social 
philosophy or social science. It means that the interdependencies 
of individual men make of society a cohesive unit functioning 
through cooperating individuals and sub-groups to achieve 
mutual and reciprocal self-fulfillment. But there is another 
equally valid psychological principle which operates to under¬ 
mine the purpose of society; viz., the self-interest of individual 
men which makes individuals feel themselves in competition 
with their fellows even, at times, to the point of generating 
action contrary to the common social interest. This conflict is 
kept in eciuilibrium by the establishment of power centers in 
society—the family, clan, state, etc. Modern social science has 
discovered that the social interest is protected by informal con¬ 
trols which often act more effectively than those employing 
overt force. Thus we can speak of social laws both in the sense 
of theoretical generalizations about society and in the sense of 
the organs of force which social science reveals to be the truth 
about society. 

Polanyi does not say much of this explicitly. He does not 
even employ the term social law. But he does constantly stress 
the principle of the unity of society. Although he does not dis¬ 
cuss philosophically the meaning of this principle, he does base 
it on Aristotle’s axiom. Thus it might be said that although 
the omission of a philosophical elucidation is a serious gap in 



2 o6 has market capitalism collapsed? 

his presentation, nevertheless, the above philosophical doctrine 
is implied. 

Polanyi bases his presentation almost entirely upon anthro¬ 
pological illustration rather than philosophical demonstration. 
Actually, he takes ready-made both philosophical and social- 
science principles, being content with exemplification and appli¬ 
cation. We can see, then, that he relies upon social anthropology 
in three different respects. First, as we have seen, he uses it 
taxonomically to classify types of societies and economies. 
Secondly, he uses it descriptively when he seeks paradigms for 
a principle he is employing. But most important of all, he uses 
it as a source of social law. 

There has been a convergence in recent times between the 
theories of the social or cultural anthropologists and those of 
the sociologists. American sociologists started from American 
society and generalized to social law, and social anthropologists 
started with primitive societies and similarly generalized. As 
might be expected, such generalizations from different starting 
points tended to arrive at the same conclusions. If we think of 
society as an indivisible whole, and the different social science 
disciplines as simply concerned with different aspects of the one 
society, then the boundaries between disciplines become some- 
w^hat arbitrary and the findings of the different disciplines 
should all contribute to the one generic social science. 

Polanyi represents the merger of the two disciplines in his 
application of the same principles both to primitive societies and 
to capitalist Western civilization. He makes, perhaps, an alto¬ 
gether original contribution in his attempt to integrate eco¬ 
nomic analysis with modern societal analysis, or perhaps one 
should say in his attempt to found economics upon social anthro¬ 
pology. The insight alone should prove a valuable corrective to 
tendencies toward particularism in economic thought. But in 
this sense Polanyi is not alone, even among economists. Po- 
lanyi^s achievement is his attempt to systematize the causal 
interrelationships between societal and economic laws, and to 
account for economic events by this systematization. 
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The first complaint about his endeavor might be that eco¬ 
nomic laws are taken too much for granted in his analysis, and 
the main emphasis placed upon the societal laws. He explains 
the origins of economic laws in socio-historical processes, and 
also explains the interaction of societal and economic laws. But 
he does not discuss economic laws as such. A complete treatise 
should presuppose nothing, and Polanyi fails adequately to 
specify the way in which market laws actually operate. 

On the other hand, Polanyi does not really explain societal 
laws either. He states some of them, and he bases his analysis 
upon them, but he does not trouble to expound them sys¬ 
tematically. 

A third criticism is that Polanyi gives the impression that 
his social doctrine is original with him. He cites collaborative 
evidence, but does not give the impression that he is citing 
sources for the integrative principles he elaborates. Of course, 
he stresses the basic recognition by Owen and Marx of social 
unity and the disruptiveness of the market, but they do not 
present the thorcnighly informed approach of Polanyi. Actually, 
his sort of a{)proach is widespread in contemporary social 
thought, and we can find very strong parallels to Polanyi’s 
position in the writings of a sociologist of a generation past, 
Charles Horton Cooley. 

)4c 4c ^ 4c 

As J. M. Clark points out in the first chapter of Alternative 
to Serfdom, Cooley in Soctal Process long ago anticipated 
Polanyi by pointing out the insufficiency of the market as a 
constitutive force in society, and condemning economists who 
assumed the neutrality of the market mechanism because they 
were thus themselves accepting the bias of the market mecha¬ 
nism. An examination of Cooley’s books reveals many striking 
agreements between him and Polanyi, and also many signifi¬ 
cant differences. 

It is interesting that Cooley discusses the nature of society 
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as a type of system, and fixes on the words organism and 
organic in a non-biological sense. The unity of society is meant 
by the term, without assuming that the unified entity is living 
protoplasm. He expresses the concept in these words: 

If we take society to include the whole of human life, this 
may truly be said to be organic, in the sense that influences 
may be and are transmitted from one part to any other part, 
so that all parts are bound together into an interde[>endent 
whole. . . . The total life being unified by interaction, each 
phase of it must be and is, in some degree, an expression of 
the whole system. 

He himself notes that most American sociologists of his gen¬ 
eration take the organic point of view.’^^’ Yet this organicism 
of Cooley’s and his colleagues is not precisely Polanyi’s. Cooley 
thinks of the organic whole of society as without beginning or 
end, so that it is “ particularism ’’ to select events as causes of 
other events—only the totality of the past causes an event. He 
even applies this specifically to the industrial revolution, and 
reaches a conclusion quite difTerent from Polanyi’s: 

Thus many start their explanation of modern life with the 
industrial revolution in England. But what made the indus¬ 
trial revolution ? Was it !)rought into the world by an act of 
special creation, or was it a natural sequence of the preceding 
political, social, intellectual, and industrial development? Evi¬ 
dently the latter: it is a historical fact, like another, to be 
explained as the outcome of a total process, just as much an 
effect of the mental and social conditions of the past as it came 
to be a cause of those of the future. 

There is thus a basic agreement between Cooley and Polanyi 
that social science should “ see life whole,” but there is a dis¬ 
agreement about what this means. Causality has a very real 
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meaning to Polanyi in describing historical process, and discon¬ 
tinuity is not contradictory to organicism. Moreover, as much 
as Cooley disclaims the Spencerian fallacy of taking organism 
literally when applied to society, he tends to accept many of the 
implications of the Darwinian-Spencerian thesis. For one thing, 
in direct opposition to Polanyi, he defends competition and 
struggle for survival as the law of life.^®^ He also accepts the 
doctrine of the higher and lower nature of man.^®® But most 
serious of all, Cooley defends the “ pecuniary motive as 
‘‘ a mechanism indispensable to the organization of life.’* 

Yet the resemblances between Cooley and Polanyi are very 
striking. For example, Cooley discusses under the head of '' de¬ 
generation ” the type of cultural disintegration about which 
Polanyi is so much concerned. He even discusses the identity 
of forces in savage and civilized degeneration, just as does 
Polanyi.^*® The parallel even extends to the employment of the 
same example—the Kaffirs of Africa. 

But Polanyi might claim greater penetration in his exposi¬ 
tion. Cooley never mentions the element of capitalism, and 
thinks merely of the contact between higher, white civilization 
and lower native society. Cooley thinks of savage institutions 
crumbling before the mere awesomeness of superior white insti¬ 
tutions. Polanyi shows the special disruptive powers possessed 
by the market, although he recognizes that institutional deteri¬ 
oration upon cultural contact need not be restricted to situa¬ 
tions in which the market is introduced. This emphasis upon 
the evil of the market itself as an enemy of other institutions 
and a source of destruction to social security, self-reliance, and 
self-respect, is a cardinal contribution of Polanyi’s which he 
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seems to have well substantiated. But Cooley does recognize 
that there are social evils to commercialism, holding that it 
actively promotes degeneration by stultifying life.^^^ But, as we 
shall see in a moment, he seeks reform within, not outside, the 
market system. 

One significant difference between Cooley and Polanyi in 
respect to their respective treatment of the relationship between 
primitive and capitalistic society is that Cooley stresses the 
greater solidarity of capitalism compared to savage society, 
while Polanyi stresses the greater solidarity of primitive 
society. This reveals, of course, the capitalistic bias of Cooley 
and the anti-capitalistic bias of Polanyi. But it also shows that 
the sense of the organic integralness of society is much sharper 
in Polanyi. Cooley is content with a picture of a macrocosm of 
interacting and interpenetrating microcosms. Polanyi senses the 
natural cohesiveness of the organism which the capitalist 
market disintegrates. It is not mere bigness and hence greater 
quantitativeness of interaction which distinguishes capitalist 
from primitive society, but rather the greater forces tending to 
the disruption of cohesion. 

The capitalist bias of Cooley is more clearly revealed in his 
long discussion of valuation.^^^ What we earlier condemned as 
a philosophical fallacy Cooley defends as a useful social mecha¬ 
nism. That is, whereas it is a sin of axiological confusion to 
posit the interchangeability of classes of value, Cooley defends 
pecuniary value as a common denominator of all values.He 
believes that social interaction is aided by values being inte¬ 
grated through pecuniary value. Smith, as we saw in Chapter 
IV, had a tendency toward a utilitarianism which made the 
market process and the profit motive the arbiters of what and 
how society should value, but he did not go as far as Cooley 
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who expressly defends as socially desirable the measuring of all 
values by the price tag. Cooley thus in effect denies the hetero¬ 
geneity of values and also the absolute immanent value of 
things which springs from causes quite independent of the 
forces determining market prices. Yet at the same time he 
appears to justify universal commercialism, he recognizes the 
evils thereof and the inadequacy of the market principle as a 
principle of social organization: 

To say, then, that almost any kind of value may at times 
be measured in pecuniary terms is by no means to say that the 
latter are a universal and adequate expression of human 
nature and society. On the contrary, pecuniary value is, in the 
main, a specialized type of value, generated within a special¬ 
ized channel of the social process, and having decided limita¬ 
tions corresponding to this fact.^'** 

Evidently it would be fatuous to assume that the market 
process expresses the good of society_All the evils of com¬ 

mercialism are present in it, and are transmitted through de¬ 
mand to production and distribution. . . . We have reason, 
both in theory and in observation, to expect that our pecuniary 
tradition, and the values which express it, will need reform 
quite as much as anything else.'^^ 

It would be hard to formulate a principle more fallacious 
and harmful than the doctrine that the latter [the pecuniary 
system] is an adequate regulator of human life, or that its own 
processes are superior to regulation. We are beginning to see 
that the prevalence of such ideas has given us over to an un¬ 
human commercialism. 

I would assign a very large and growing sphere to pecuniary 
valuation, but we cannot be too clear in affirming thiit even 
at its best and largest it can never be an adequate basis for 
general social organization. 


VIA Ibid., p. 315 . 
mibid., p. 316 . 
176/6k/., p. 318 . 
vn Ibid., p. 320 . 
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Pecuniary valuation, represented by the offer of wages, will 
never produce good work nor a contented people until it is 
allied with such conditions that a man feels that his task is in 
some sense his, and can put himself heartily into it. This means 
some sort of industrial democracy—control of working con¬ 
ditions by the state or by unions, co-operation, socialism— 
something that shall give the individual a human share in the 
industrial whole of which he is a member.^'^® 

So we see that Cooley’s organismic theory leads him to a 
curious antinomy. On the one hand exchange value is hailed as 
beneficial because it contributes to the organic interaction of 
values; on the other hand, it is recognized as leading to an evil 
commercialism which alienates man from a feeling of group 
solidarity. Yet his answer, in spite of his mention of socialism 
as a form of restoring group solidarity, seems to be a reform 
within the market system; though in the general history of eco¬ 
nomic thought he should probably be classed with Polanyi in 
accepting the market but condemning market society. He calls 
for expansion and purification of market valuation.He re¬ 
gards eradication of market value as a form of latter-day 
asceticism: 

Our line of progress lies, in part at least, not over commer¬ 
cialism but through it; the dollar is to be reformed rather 
than suppressed.^®^ 

It would seem, then, that Cooley did not grasp the full insti¬ 
tutional dynamic of which Polanyi speaks, although he did 
recognize the market as an institution.^®^ He also discerned that 
the power of market value in capitalist society springs from its 
institutionalized character. He even explicitly recognized the 
fallacy of basing economic analysis in capitalist society upon 

ns Ibid., p. 324. 

179 Ibid., pp. 326 , 327 . 

180 Ibid., p. 327. 

181 Ibid,, p. 328. 

182 C/., ibid., pp. 294-302. 
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putative primitive behavior.He did not deem the market a 
socially untenable institution, and was firmly convinced that 
there is no turning back. 

This investigation of the comparative ideas of Cooley and 
Polanyi reveals that Cooley anticipated the “ organic outlook, 
even to the extent of recognizing that cultural contact can cause 
cultural disintegration. Yet Polanyi has progressed beyond 
Cooley in an understanding of the laws of cohesiveness implied 
by the organic concept, and recognizes that primitive society is 
more, not less, ''organic'’ than capitalistic society. Both take the 
institutional approach, but Polanyi is more sanguine about the 
possibilities of subjugating a bad institution. Both Cooley and 
Polanyi recognize the interaction of market forces with other 
societal forces. But the chief contribution of Polanyi is his 
recognition of the dynamic set up by the market institution. 

5 - 

Polanyi’s cultural approach is more than just a slogan or 
mere bias with him; it means a unifying theory by means of 
which he can give a consistent account of the total history of 
nineteenth century civilization. By defining the key institutions 
and describing their interaction, he elaborates an institutional 
dynamics which is equivalent to the motive force of a civiliza¬ 
tion’s history. His theory of history is one of culture-dynamics. 

It is not our function to appraise Polanyi’s contribution as 
an historian. Nevertheless, since his historical heuristics has led 
him to a sort of law of social growth, at least for the period 
under consideration, we must trespass into the historian’s do¬ 
main far enough to examine the significance of his doctrines 
for the economist, who seeks to understand all the wealth 
phenomena of a society. This is esj>ecially cogent because of the 
economic nature of the institutions and of the dynamic. 

We must first of all observe that though there were, accord¬ 
ing to Polanyi, four primary institutions which constituted the 
basic institutional system; nevertheless, there were in fact. 


183 C/., pp. 296, 297. 
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according to him, actually two distinct institutional systems of 
which the liberal was just one. The other, of course, was the 
system of protectionist institutions. The dynamics spelling the 
history of the century springs not from the four liberal institu¬ 
tions alone, but from the insufficiency of the liberal institutional 
system and the disharmony of the protectionist system with the 
liberal system. Polanyi's whole analysis depends upon this 
point. Yet we do not find in Polanyi anything approximating 
a full account of the protectionist institutions. But though he 
does not say so explicitly, presumably the key protectionist 
institution is the system of social classes.It is certainly clear 
from Polanyi’s analysis that he gives as significant a role to 
social classes as to any other institution, not excepting the self- 
regulating market itself. For without this institution, protec¬ 
tionism would have had no vehicle. Or to be more accurate, it 
would not have had the vehicle it did have and we have no way 
of knowing whether it would have found another. 

In no other way can Polanyi account for the success of pro¬ 
tectionism in capitalist society and its failure in primitive socie¬ 
ties: there was a strong institution in capitalist society in a 
position to wage war against the devastation of the liberal 
system of institutions. In the last analysis, it was not only pro¬ 
tectionism, according to Polanyi, but the market system itself, 
which depended upon the class institution. Classes were am¬ 
bivalent in their allegiance to the two institutional systems, and 
actually fought on both side.s. The ambivalence within particu¬ 
lar classes and the conflict between classes constituted the 
proximate cause of the “ double movement ” and of the eventual 
resolution into fascism. The dependence of the liberal system 
upon a peace system was effectuated, still according to Polanyi’s 
own account, through the class institution. 

This theory of Polanyi’s is a corollary of his cultural ap¬ 
proach, and constitutes a formidable rebuttal to the “ narrow 

184 He later intimates, as we shall see, that the autarchical nation-state 
and also national or “ token " currencies together with central banking are 
important protectionist institutions. 
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class theory'' of the liberals and Marxists. A class is a social 
institution, and performs a social function. In capitalist society 
the institution was called upon to protect interests broader than 
the purely economic, broader than the interests of a particular 
class itself; viz., the entire set of interests of sociely-as-a-whole, 
which were under attack from the market institutions. Thus the 
class institution was the agent but not the source of protec¬ 
tionism. Society itself was the source. 

One danger in Polanyi’s doctrine lies largely in the manner 
in which it is expressed. At the same time Polanyi complains 
that the classical economists reify the economy, Polanyi him¬ 
self tends to reify society. The reification of the classical econo¬ 
mists consisted in establishing as an independent entity that 
which properly was but one mode of society. The reification 
which Polanyi comes close to being guilty of consists of per¬ 
sonalizing society. lie tends to give society a real existence 
apart from the human beings who make it up. This is the very 
error, of course, which the mechanists fall into in another way. 
To speak with the precise language which is necessary for 
scientific clarity, society does not act at all, whether through 
classes or otherwise. People act, people act in groups or under 
the aspect of classes, or within a society, etc. But society never 
acts, because society is not an acting agent, but merely the 
aggregate of acting agents. Polanyi’s failing here is a deficiency 
rather than an inaccuracy. He should develop more extensively 
the explanation of the way social interests (the co-operative as 
distinct from the competitive interests of the people making up 
a society) become translated into group, class, state, individual, 
or other action. He does not actually fall into the error because 
he intimates, and even gives several links in the chain. But he 
does not give a full account, and he frequently veers into the 
language of personification. 

A second criticism of Polanyi’s theory of classes is that he 
does not label the class as an institution, and never specifies any 
protectionist institution. To have done so would have been a 
sort of contradiction, since he insists upon the sufficiency of the 
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four liberal institutions to account for nineteenth century his¬ 
tory. But his own account calls for more than just liberal insti¬ 
tutions, and he even explains the decisive role of classes, al¬ 
though he does not link together his class analysis as such with 
every application. (He does not, for instance, show the connec¬ 
tion between his theory of the class institution and the hundred 
years’ peace, though his whole account of that phenomenon is 
based on it.) 

The class institution is central to a number of Polanyi’s dif¬ 
ferent employments of the concept culture: classes are the 
bearers of social forces, so history depends on cultural rather 
than economic factors; class conflicts are the external manifes¬ 
tation of the double movement of the nineteenth century so the 
dynamic was primarily cultural and secondarily class warfare; 
culture contacts between classes account for the cultural disinte¬ 
gration accompanying the agricultural revolution, the Indus¬ 
trial Revolution, the Great Transformation, or even the disinte¬ 
gration of primitive societies. Thus it would almost seem that 
his cultural approach is a class approach. A classless, homo¬ 
geneous society would exhibit none of the culturally determined 
catastrophies with which he is concerned ? But since a homo¬ 
geneous society is very rare and historically unimportant, the 
question is largely irrelevant to actual history; yet the relation 
to the Marxist concept of the withering away of the state is 
interesting. Marx did envisage a future Utopia to be brought 
about by the establishment of homogeneity, and it would appear 
that the implications of Polanyi’s analysis are in agreement 
with Marx’s view. We are led to wonder if Marx does not 
inspire Polanyi to a greater extent than Polanyi realizes. 

The important point is that Polanyi’s approach is given con¬ 
tent when applied to sectional ” or class interests, and by 
means of this approach and the class institution Polanyi is able 
to account for a variety of perplexing phenomena by one inte¬ 
grated theory. This is always the object of science, and Polanyi 
deserves credit for the concept, whether or not his explanation 
will bear investigation from the point of view of the historian. 
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But the final test is the soundness of the finished explicative 
system. A complete evaluation of this system must be made by 
the historian. But if we may sift out the sphere of economic 
history, and then approach that from the point of view of gen¬ 
eral economics, it might be advantageous to examine Polanyi’s 
account of the economic characteristics and events of the nine¬ 
teenth century. 

Polanyi’s attitude towards his fellow historians might be 
termed as one of inversion: he accepts their diagnosis up to a 
point but inverts the answer. This of course, was Marx's ap¬ 
proach to Hegel, and it is interesting to see Polanyi employ 
the same device upon the Marxists. It is not significant, ac¬ 
cording to Polanyi, that rivalries cause wars—such is the 
nature of all power groups—, the really characteristic feature 
of the war history of capitalist civilization is that the system 
of liberal institutions localized war and had an unprecendented 
record of general peace which lasted for a hundred years. Of 
course, it did not take Polanyi to discern the Pax Britan- 
nica,” nor even to use it as evidence of the success of the liberal 
philosophy. Tlie distinguishing feature of Polanyi’s analysis 
is his demonstration of the mechanism by w'hich peace was 
maintained, and the corollary that general war broke out when 
the mechanism failed to function. He is able to show that the 
operation of liberal institutions constituted the mechanism. 
Thus once more Polanyi has shown the unity of society, since 
the economic and political spheres were interrelated even w^hen 
man pretended they were altogether distinct. 

Yet the actual survey of the history of the capitalist peace 
is not quite as clear as the simple application of the formula 
would lead one to expect. For the first third of the century^ the 
anti-capitalists held political power. The feudal institutions of 
royalty-aristocracy and the Church had a common peace inter¬ 
est against the revolutionary capitalist middle classes. Not 
liberal institutions but anti-liberal institutions preserved the 
peace. To be sure, the capitalist interest can be credited in a 
negative w^ay, since it evoked the opposition which maintained 
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the peace, but it can hardly be said, therefore, that the liberal 
system of institutions maintained the peace. Indeed, the feudal 
institutions themselves were well established before the appear¬ 
ance of any force making for liberal institutions, so the peace 
cannot be said to have been exclusively caused, even indirectly, 
by capitalism. In addition to the Holy Alliance balance-of- 
power system during the first period, however, Polanyi also 
mentions in cursory fashion the peace interest of pro-business 
Britain and France. A reconciliation of the two explanations 
would seem to be called for. 

The second period leaves a significant hiatus in Polanyi’s 
account, the period from 1846 to 1871. His only explanation 
is the emergent force of victorious commercialism. 

The third period is the one to which he has devoted the 
greatest amount of attention, the period from 1871 to the first 
World War, and revived after the war to extend to about 1933. 
Viewed as lasting sixty-some years, it is an important period. 
This is the period when the institution of haute finance, cen¬ 
tering during the first phase almost entirely around the Roth¬ 
schild family, is credited with being the instrument of the 
peace interest. This is a fascinating and cogent theory, but 
there are some difficulties. In the first place, it depends not 
merely upon the liberal system of institutions, or even the pro¬ 
tectionist set of institutions, but upon the old Western Euro¬ 
pean institution of the extra-territoriality of the Jewish people. 
The law of availability applies here, but what was available 
was determined by a pre-capitalist institution so capitalism is 
not alone responsible for the peace. Yet in a sense that insti¬ 
tution may be called a proto-capitalist institution, since the 
enforced commercial vocation of Jewry in Euro[)e may well 
have been a vital link in the gradual emergence of Polanyi’s 
abrupt transition to a market society. The social history phase 
of Polanyi's doctrine bears considerably more investigation. 

A second difficulty about the haute finance theory is the 
system of integration Polanyi sets up between the peace inter¬ 
est of the financiers and the political interests of the leaders of 
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the nation state. There is a tinge of reification here again. After 
carefully positing the unity of society and the integration of 
the political and economic spheres within liberal society, 
Polanyi tends to give the polity laws of its own which are 
superior to economic laws and even to the basic social laws. 
When Polanyi turns political scientist, he has a tendency to 
exalt political power. If there is an underlying, ineluctable 
social law governing the operation of power units, as Polanyi 
seems to indicate, then the statesmen of capitalist Europe were 
not subservient to the system of liberal institutions, nor even 
to the counter-system of protectionism, but to the god power. 
Even here they become unhuman pawns of natural necessity 
rather than leaders toward a human-determined goal. This 
attitude is contrary to Polanyi’s basic viewpoint. Yet he ap¬ 
pears to need it to explain how war could erupt as soon as the 
liberal institutions collapsed. Greater elaboration would seem 
to be needed to resolve this difficulty. 

We have been discussing Polany’s inversion of the Marxist 
theory of war, but there are also other inversions. The inver¬ 
sion of the liberal doctrine of a collectivist conspiracy turns 
the tables upon the economic liberals. The dogma of a collec¬ 
tivist conspiracy is absurd, says Polanyi, but there really was 
a liberal conspiracy. The liberals had a united attack to set up 
and maintain liberal institutions, they justified their doctrine 
by an elaborate ideology, and they succeeded in getting the 
state to follow their program. Laissca-faire was always a sub¬ 
sidiary doctrine, for the liberals never hestitated to employ 
state intervention and coercion when necessary to protect the 
liberal system. This inversion is a telling indictment of the 
liberal position that liberalism has never been given a fair 
trial, since it was consistently in control. Polanyi’s interpreta¬ 
tion is also a powerful defense of the theory that human deci¬ 
sion can be effective, for good or evil, in determining the course 
of history. Indeed, it reveals the perils o^ setting off blindly on 
roads to Utopia. 
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But on the negative side, there are some problems. It would 
seem that if there was also a liberal conspiracy, there was none- 
the-less a collectivist conspiracy. The question hinges upon 
the meaning of conspiracy.*’ The protectionist counter-move¬ 
ment may have not been premeditated in the way the liberal 
movement was, and it may have lacked the theoretical apolo¬ 
getics, at least until the time of Marx, but it can hardly be 
said that it was not concerted and deliberate. The Owenite 
movement, the Chartist movement, the labor union movement, 
and on the continent the revolutionary working class move¬ 
ment would seem, by Polanyi’s own exposition, to have been 
organized anti-liberal movements. The important point would 
seem to be that, as Polanyi insists, these movements were 
natural social responses to the destructive tendencies of 
capitalism; but it does not follow that there was not a conscious 
** underground ” subverting capitalism. Polanyi’s point must 
be admitted, however, that labor unintentionally recruited 
“ protectionist ” backing from feudal and peasant sources, and 
that labor sometimes acted against its own interests in fighting 
that very backing. But this would less indicate lack of a con¬ 
spiracy, than to indicate that the conspiracy allied itself even 
unknowingly with strange comrades, a phenomenon not un¬ 
familiar in the history of factional strife; and that grand 
strategy was sometimes lacking in acumen, likewise a not 
unknown phenomenon. 

Polanyi’s third important inversion is in respect to money. 
Instead of holding that the political and economic spheres were 
kept distinct by the automatic operation of the domestic and 
international gold standard system, Polanyi insists that there 
is a distinction between the national banking system, which is 
essentially protectionistic, and the international gold standard 
system, from which the economy itself required protection. 
This is a natural extension of Polanyi’s general “ mercantilist ” 
position. Money is not neutral, and it is even impossible in 
practice to act as if it were. At the same time the state guar¬ 
antees the gold backing and convertibility of currency it finds 
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that it must depart from the theory of commodity money to 
make the necessary adjustments in money supply as the 
quantity of business transactions vary. To regulate the supply 
of money is interventionistic, but was absolutely necessary as 
a protectionist measure to forestall widespread bankruptcy 
following the transactional deflation attendant upon gold 
exodus. 

If it appears that this theory accepts unconditionally the 
quantity theory of money it may be at least partly due to the 
briefness of the space Polanyi devotes to an account of this 
subject. The neo-mercantilism of recent times would justify 
the basic tenet underlying this analysis; viz., that manipulation 
of money supply through central banking credit control or 
direct emission policies has important relations to business 
prosperity and full employment. It is to be regretted that 
Polanyi was not interested in examining business cycle 
phenomena and the general problem of the causes of unem¬ 
ployment and depression. The nearest he comes is his expla¬ 
nation in terms of the double movement producing institu¬ 
tional strains.” But it would have been interesting to see if 
Polanyi’s societal analysis could have supplied an adequate 
substitute for the mechanistically-inclined analysis of modern 
business cycle theory. 

The interventionist and even [)rotectionist purpose of cen¬ 
tral banking policy seems to have been recognized in the 
history of the Federal Reserve System by students of banking 
and by the bankers themselves. According to E. A. Golden- 
wiser,the recognition grew in the twenties that the system 
was not established merely as a more efficient banking mechan¬ 
ism, but as an instrument of general control. A practicing 
banker in a key post in the Federal Reserve System openly 
acknowledges the bank’s function of credit control to ” serve 

185 “ Federal Reserve Objectives and Policies Retrospect and Prospect ” 
American Economic Review, vol. XXXVII, no. 3. 
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the demands of sustained high production, high income, and 
high employment.” 

But it is interesting that central banking policy was directed 
more often against inflation than against deflation. Either way, 
of course, the object was protectionistic, but the relation of pro¬ 
tectionism to the gold standard system is not quite so clear 
in the case of inflation, especially when inflation seemed to 
derive from non-international sources. 

The general significance of Polanyi’s money analysis is that, 
consistent with neo-mercantilist doctrines concerning the 
effective role of money in the economy, he shows that business 
organization itself is dependent upon a money system which 
must be established, controlled, and regulated by the state or 
else the liberal institutions themselves would disrupt business 
prosperity. Thus he integrates actual business operation with 
protectionism. One deficiency is that he does not go more into 
economic analysis to relate short-term economic dynamics with 
the underlying long-term dynamic movement with which he 
is concerned. 


186 Allan Sproul, “Monetary Management and Credit Control/’ American 
Economic Review^ vol. XXXVII, no. 3, p. 340. 



CHAPTER VI 

DISRUPTION AND TRANSFORMATION^ 


I. 

The consequence of the dialectical opposition of the forces 
of protection and the forces of self-regulation was that fully 
half of the liberal century was characterized, even as the market 
system was spreading, by an inhibited market mechanism. 
Protectionism was victorious in that it checked the full auto- 
maticity of the market process. But inasmuch as the basic insti- 
tutk)ns were market institutions, the more protectionism gained 
over self-regulation, the more these institutions were disrupted 
and the more the civilization based upon these institutions 
disintegrated. The full victory of protectionism marked the full 
collapse of nineteenth century institutions and of nineteenth 
century civilization itself. The Great Transformation was then 
in progress. But since the failure to understand the meaning 
of the process led to a tenacious effort to support the market 
institutions at any cost, the inevitable eventual collapse of the 
final institution, the gold standard, came as a shock to the 
minds of men and to the organization of society, and hence the 
consequent emergence of the new society was abrupt The 
Great Transformation was as cataclysmic and dislocating as 
the Industrial Revolution itself, the postponed problems of 
which it was, indeed, inheriting. 

Protectionism produced a new type of entity—the close-knit, 
zealously sovereign, protectionist, imperialist nation-state—, 
and intimately associated with it another entity, national token 
currency. 

These two entities wxre regarded as non-existent or as 
anachronistic errors by the liberal economists, and their basic 
institutional role was ignored: 

1 This chapter is based on The Great Transformation. Chapters 2 and 
17 through 20; the first half sections i through 4, constitutes a resume 
of Polanyi’s work, and the second half, sections 5 through 8, the present 
writer’s evaluation thereof. 
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The blind spot of the marketing mind was equally insensi¬ 
tive to the phenomena of the nation and of money. The free 
trader was a nominalist in regard to both.^ 

The nation-state was deemed a parochial prejudice by 
A. J. Toynbee, sovereignty a ridiculous illusion by Ludwig 
von Mises, war a mistaken calculation in business by Norman 
Angell.^ 

,.. Liberals . . . habitually missed the true characteristics of 
the world they were living in. If the nation was deemed by 
them an anachronism, national currencies were reckoned not 
even worthy of attention.'* 

The constitutive importance of the currency in establish¬ 
ing the nation as the decisive economic and political unit of 
the time was as thoroughly overlooked by the writers of 
liberal Enlightenment as the existence of history has been 
by their eighteenth century predecessors.*^ 

Polanyi notes a growing unity of protectionism resulting 
partly from the effectiveness of monetary protectionism and 
partly from mutuality of interest. As w^e have seen, the differ¬ 
ent protectionist measures were borne by different class inter¬ 
ests, though monetary protectionism gained acceptance by all 
classes. Not only were different classes interested in different 
measures, but they opposed each other. However, the various 
protectionist drives became integrated: 

Internal and external, social and national protectionism 
tended to fuse.® 

The reason for the substitution of cooperation for hostility 
was the inescapable pattern of community of interest : 

But once corn laws and labor laws were in force. ... It 
would become difficult to remove the one without removing 

2 The Great Transforntaiion, p. 203. 

3 Ibid., p. 189. 

4 Ibid., p. 202. 

5 Ibid., p. 203. 

6 Ibid., p. 204. 
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the other. Between agricultural and industrial tariffs, the 
relationship was even closer.*^ 

But this did not mean, as the liberals maintained, that there 
was a premeditated collectivist conspiracy. On the contrary, 
diverse and often opposing reactions to the common but not 
altogether conscious need for protection from the rigors of 
the market led the different elements in society to the point 
where their interests were interdependent and mutually depend¬ 
ent upon a consistent policy of protectionism: 

The origins of the movement were spontaneous and widely 
dispersed, but once started it could not, of course, fail to 
create parallel interests which were commited to its con¬ 
tinuation.® 

But in addition to mutuality of interest in protectionism, 
there was the integrating force of the institution of national 
token currencies, and the actual operation of the various pro¬ 
tectionist efforts: 

The integrating power of monetary policy surpassed by far 
that of the other kinds of protectionism . .. ® 

The integrating effort of monetary protectionism operated 
through both class interest and direct politico-economic effects: 

, . . Monetary protectionism was, to a greater extent, a 
national factor, often fusing diverse interests into a collec¬ 
tive whole.^^ 

The nation and national token currencies were correlative 
institutions which gave each other meaning and reenforced 
each other in operation: 

7 Idem. 

8 Idem. 

9 Ibid., p. 205. 

10 Ibid., p. 203. 
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Actually, the new national unit and the new national cur¬ 
rency were inseparable.^^ 

Politically, the nation’s identity was established by the 
government; economically it was vested in the central bank.^^ 

The new crustacean type of nation expressed its identity 
through national token currencies safeguarded by a type of 
sovereignty more jealous and absolute than anything known 
before. 

The national currency was not only significant for its pro¬ 
tectionist effect at home through its inflationary and deflation¬ 
ary operations, but also because it was the link between the 
national unit and the world system, since the world-integrating 
international gold standard was constructed of national cur¬ 
rencies : 

Internationally, the monetary system assumed, if possible, 
even greater importance [than at home].^^ 

The more protectionism operated to restrict the freedom of 
trade between nations, the more necessary was it for the per¬ 
petuation of the international system that money move freely 
and rapidly from one country to another: 

For the more numerous became the obstacles to the move¬ 
ment of goods and men across frontiers, the more effectively 
had the freedom of payn-tents to be safeguarded.^^ 

The more difficult it became to shift actual objects, the 
easier it became to transmit claims to thein.^® 

Thus methods of bookkeeping ” accompanied by manipula¬ 
tion of domestic currencies acted to integrate the international 
system and to protect the home economy: 

nidem. 

12 Ibid., p. 205. 

13 Ibid., p. 202. 

lAlbid., p. 205. 

15 Idem. 

\%Ibid., p. 206. 
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Social dislocation was avoided with the help of credit move¬ 
ments; economic imbalance was righted by financial means.^*^ 

The history of this growth of protectionism through nation 
and national currency dates from approximately 1879. Polanyi 
insists that each nation followed the same general trend of 
institutional development, however different local conditions 
and local variations: 

However, by the end of the seventies the free trade episode 
(1846-79) was at an end; the actual use of the gold standard 
by Germany marked the beginnings of an era of protectionism 
and colonial expansion.^® 

In the half century 1879-1929, Western societies developed 
into closely knit units, in which powerful disruptive strains 
were latent. The more immediate source of this development 
was the impaired self-regulation of market economy. ... 
Impaired self-regulation was an effect of protectionism.^® 

The agrarian crisis and the Great Depression of 1873-86 
had shaken confidence in economic self-healing. From now 
onward the typical institutions of market economy could 
usually be introduced only if accompanied by protectionist 
measures . . . ^^ 

At the beginning of the Depression Europe had been in the 
heyday of free trade. ... By the end of the Depression, Ger¬ 
many had surrounded herself with protective tariffs, estab¬ 
lished a general cartel organization, set up an all-round social 
insurance system, and was practicing high-pressure colonial 
policies.. . . All Western countries followed the same trend, 
irrespective of national mentality and history. 

If life in different countries w^as different, as had always 
been the case, the disparity could now be traced to definite 
legislative and administrative acts of a protective intent, since 

17 Idtm, 
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conditions of production and labor were now mainly depen¬ 
dent on tariffs, taxation, and social laws.^^ 

Thus the basic condition of the market utopia, the separation 
of the political and the economic realms, became infeasible and 
universally failed to obtain. Political interference in the econ¬ 
omy even took the form of resort to force when the problem 
became sufficiently aggravated: 

In the last resort, impaired self-regulation of the market 
led to political intervention.^'"* 

In an emergency the unity of society asserted itself 
through the medium of intervention. 

How far the state was induced to interfere depended on 
the constitution of the political sphere and on the degree of 
economic distress.^^ 

Intervention grew in urgency as suffrage spread, and as 
unemployment increased and protracted slumps in general 
upset industry. International balance also had frequently to 
be established by political methods, contrary to the classical 
assumptions of self-regulation, economic self-healing and the 
equal status of trading countries: 

Frequently overseas countries found themselves unable to 
discharge their foreign debts, or their currencies depreciated, 
endangering their solvency; sometimes they decided to right 
the balance by political means and interfered with the pro{>- 
erty of foreign investors.^® 

. . . Repudiation of a usorious foreign del.)t would appear 
preferable to a depreciation of the national currency. The 
world market mechanism could not afford to run such risks. 
Instead, gunboats were dispatched on the spot and the de- 

22 Ibid., p. 204. 
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faulting government, whether fraudulent or not, faced with 
the alternative of bombardment or settlement.-^ 

A similar practice was used to induce colonial people to 
recognize the advantages of trade . .. 

But the more often repayments were made only under the 
threat of armed intervention, the more often trade routes were 
kept open only with the help of gunboats, the more often 
trade followed the flag, while the flag followed the needs of 
invading governments, the more patent it became that |X)litical 
instruments had to be used in order to maintain equilibrium 
in world economy.^® 

As overt force appeared in international relations and as 
legislative and administrative controls appeared in the domestic 
economy, nineteenth century civilization became more and 
more protectionist, the while the basic institutions remained 
market institutions. We must now examine the disruptive in¬ 
teraction of forces that resulted from this conflicting institu¬ 
tional system. 

Polanyi classifies wdiat he terms the disruptive strains ac¬ 
cording to the main areas in which they appeared. He makes 
the dichotomy between national and international, and again 
between economics and politics. Altogether, then, there are 
four institutional spheres: domestic economy, domestic poli¬ 
tics, international economy, and international politics. In 
domestic economy there are a number of symptoms, of which 
Polanyi chooses unemployment as typical. In domestic politics 
he takes as typical tension of classes. In international economics 
he assumes as characteristic pressure on exchanges. In inter¬ 
national politics he subsumes all tensions under imperialist 
rivalries. 

If we recall his basic four institutions, they too can be 
classified one way as either national or international, and one 
w'ay as economic or political. The national would be the mar- 
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ket and the liberal state, and the international would be the 
balance-of-power system and the international gold standard. 
The economic would be the market and the gold standard, and 
the political the state and the balance-of-power system. Using 
both systems of classification, we would have a parallel with 
the areas in which Polanyi discerns strains. Thus the domestic 
economy is characterized by the institution of the self-regulat¬ 
ing market, the domestic polity by the liberal state, the inter¬ 
national economy by the gold standard, and the international 
political order by the balance-of-power system. Hence we 
would expect the four basic institutions each to have its char¬ 
acteristic strain—the self-regulating market by unemployment, 
the liberal state by tension of classes, the gold standard by 
pressure on exchanges, and the balance-of-power system by 
imperialist rivalries. And such is Polanyi’s claim. Let us 
examine the process of disruption. 

Starting with a depression and unemployment, protective 
action may come through bank or governmental action. But 
stable exchanges set a limit to the expansion of credit which 
banks might resort to in order to alleviate unemployment. If 
the government were to help, it would find that public works 
would upset the budget and hence, once more, stable exchanges. 
Thus the gold standard checks protectionist efforts to offset 
unemployment. 

The burden of the stress of unemployment may appear in the 
economic zone through wage deflation, or in the political zone 
through shift in the political position of some class. This latter 
may come about through taxation of the wealthy to pay for 
public works, or through governmental coercion of labor 
unions to force wage reduction. 

The international sphere would be brought into the picture 
economically if either credit expansion or public w^orks were 
resorted to, causing a slump in foreign exchanges and pressure 
on domestic currency; and politically if in the case of a weak 
nation its sovereignty were disregarded or in the case of a 
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Strong nation if imperialist rivalry were heightened to divert 
the stress. 

Thus with the market strain as basic, disruptive forces might 
spread to any of the other institutional areas. Each area sought 
its own equilibrium, and when it could not achieve it autono¬ 
mously it shifted the burden to the other spheres. Imperialism 
was a method to externalize the consequences of this disruptive 
dynamic. Backward peoples were made to pay the social cost 
of the expansion of the world-wide market system. During 
early capitalism imperialism was unpopular, and only with the 
growth of strain did imperialism emerge: 

... Contrary to popular preconceptions, modern capitalism 
started with a long period of contractionism; only late in its 
career did the turn toward imperialism happen.^® 

Free traders and protectionists, liberals and ardent Tories 
joined in the popular conviction that colonies were a wasting 
asset destined to become a political and financial liability.®^ 
... At the time when capitalistic companies were invading 
whole continents . .. the governments held aloof. 

To allow state power and trading interests to fuse was not a 
nineteenth century idea; on the contrary, early Victorian 
statesmen had proclaimed the independence of politics and 
economics as a maxim of international behavior. 

The spread of the market system over the globe produced 
an ‘‘ economic earthquake,’' characterized by “ the increase in 
the rhythm and volume of international trade as well as the 
universal mobilization of land, implied in the mass transporta¬ 
tion of grain and agricultural raw materials from one part of 
the planet to another, at a fractional cost.” The consequence 
was the end of free trade and the growth of colonial expansion: 
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Within a few years free trade was a matter of the past... 

Herein we hold the key to the seeming paradox of im¬ 
perialism—the economically inexplicable and therefore alleg¬ 
edly irrational refusal of countries to trade together indis¬ 
criminately, and their aiming instead at the acquisition of 
overseas and exotic markets. What made countries act in this 
manner was simply the fear of consequences similar to those 
which the powerless peoples were unable to avert/'^® 

But if the organized states of Europe could protect them¬ 
selves against the backwash of international free trade, the 
politically unorganized colonial peoples could not. The revolt 
against imperialism was mainly an attempt on the part of 
exotic peoples to achieve the political status necessary to 
shelter themselves from the social dislocations caused by 
European trade policies.®'^ 

With the growth of imperialistic interests the peace interest 
which sustained the balance-of-power system weakened. Haute 
finance, however, remained strong. But its efficacy in averting 
war diminished as the imperialistic rivalries undermined the 
balance-of-power system itself, of which haute finance was but 
an instrument. 

Protectionism manifested itself, then, internationally and 
nationally, politically and economically, and everywhere meant 
disruption of the basic institutions. Imperialism, a political pro¬ 
tectionist phenomenon, conflicted with the determination to 
maintain the gold standard, an economic market institution: 

Economic imperialism was mainly a struggle between the 
Powers for the privilege of extending their trade into 
politically unprotected markets_Imperialism and half¬ 

conscious preparation for autarchy were the bent of Powers 
which found themselves more and more dependent upon an 
increasingly unreliable system of world economy. And yet 
rigid maintenance of the integrity of the international gold 
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standard was imperative. This was one institutional source 
of disruption.^® 

Within the national units strain manifested itself by the con¬ 
flict between the economic protectionism of keeping the market 
going and the liberal insistence upon the absolute independence 
of state and economy: 

Protectionism helped to transform competitive markets 
into monopolistic ones.... Economic adjustment became slow 
and difficult. The self-regulation of markets was gravely 
hampered. Eventually . . . [maladjustments] caused social 
tension. And whatever the market in question—labor, land, 
or money—the strain would transcend the economic zone and 
the balance would have to be restored by political means. 
Nevertheless, the institutional separation of the political 
from the economic sphere was constitutive to market society 
and had to be rrraintained whatever the tension involved. This 
was the other source of disruptive strain.®® 

♦ ♦♦♦♦♦♦ 

The inevitable outcome of this period of stress and strain 
was the failure of one after the other of the basic institutions 
to function, and the disruption of the whole civilization. Im¬ 
perialism operated contrary to the peace brought by the 
balance-of-power system. Haute finance and its peace interest 
remained strong, but its efficacy diminished as the balance-of- 
power system itself, of which it was but an instrument, was 
undermined. 

In the nineties haute finance was at its peak and peace 
seemed more secure than ever.... The concert, though limp- 

ingly, continued to function_Not for long. In 1904 Britain 

made a sweeping deal with France over Morocco and Eg>'pt; 
a couple of years later she compromised with Russia over 
Persia, and the counteralliance was formed. The Concert of 
Europe, that loose federation of independent powers, was 
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finally replaced by two hostile power groupings; the 
balance of power as a system had now come to an end. 
With only two competing power groups left its mechanism 
ceased to function.... About the same time the symptoms 
of the dissolution of the existing forms of world economy— 
colonial rivalry and competition for exotic markets—became 
acute. The ability of haute finance to avert the spread of wars 
was diminishing rapidly. For another seven years peace 
dragged on but it was only a question of time before the dis¬ 
solution of nineteenth century economic organization would 
bring the Hundred Years' Peace to a close.^® 

Thus the peace organization depended on the economic 
organization, and the World War of 1914-1918 was the re¬ 
sult of the dissolution of the economic organization: 

The dissolution of the system of world economy which had 
been in progress since 1900 was responsible for the political 
tension that exploded in 1914 ... 

The League of Nations and other international efforts of 
the 1920’s attempted to restore the traditional world economy. 
To do so they sacrificed free markets and free governments, 
and failed anyway. When the last institution, the gold standard, 
finally collapsed the whole system collapsed. Class conflicts led 
to the fascist seizing of the opportunity when society was 
paralyzed. The Great Transformation had begun. 

2. 

The awful conflict of war seemed to survivors to be the ob¬ 
vious explanation for the obstacles to the reconstruction of an 
international organization. But in truth both the obstacles and 
the Great War itself were the common results of a single 
cause—the disintegration of the international economic system. 
The war contributed to the transformation which eventually 
followed it, but was not the root cause: 

p. 19. 

41 Ihid.t p. 21. 



DISRUPTION AND TRANSFORMATION 235 

The conflict of 1914-18 merely precipitated and immeas¬ 
urably aggravated a crisis that it did not create.**^ 

Geneva made the error of ignoring the symptom of basic 
disintegration which the War represented, and attempted to 
get the international system to run again. There was a two- 
forked drive to attain this rejuvenation—to reestablish the 
balance-of-power system, and to reestablish the gold standard. 
The League of Nations was to substitute for the Concert of 
Europe and J. P. Morgan for N. M. Rothschild. 

The League of Nations was doomed at the outset because 
the political elements were lacking for a balance-of-power sys¬ 
tem. It takes independent power units to compose such a 
system, and the disarmament of the defeated nations negated 
them as political units. A balance-of-power system was the 
only hope for peace, but it was made impossible by the terms 
of the treaties. Indeed, Europe had no system at all: 

... If words have a meaning, Europe was now without any 
political system whatever. A bare status quo such as this can 
last only as long as the physical exhaustion of the parties 
lasts ... 

Some efficacy might have been achieved, however, had it 
not been for “ the fatal unanimity rule which set up the ob¬ 
streperous small state as the arbiter of world peace.” Since 
peace through a balance-of-power system was made impossible, 
a conceivable solution would have been “ the establishment of 
an international order endowed with an organized power 
which would transcend national sovereignty.” Public opin¬ 
ion, of course, was not ready for this step. 

The revolutions and counterrevolutions which mark the 
decade of the 20’s, however, did not aim at disruption of the 
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status quo nor the re-formation of basic institutions. On the 
contrary, '' the intent of that decade was deeply conservative 
and expressed the almost universal conviction that only the 
reestablishment of the pre-1914 system, ' this time on solid 
foundations,' could restore peace and prosperity.” When 
significant, these upheavals merely repeated in still new coun¬ 
tries the series of liberal revolutions characteristic of the 
modern period in Western history: 

Not only Hindenburg and Wilson, but also Lenin and 
Trotzky were, in this broad sense, in the line of Western 
tradition. 

jJe ♦ 

The secondary effort of Geneva was the more significant by 
far, the attempt to restore the world economy. Even if the 
League could have restored the balance-of-power system, it 
would still have been necessary to restore the international 
economy in order to achieve peace: 

Nio wonder that the League persistently strove to recon¬ 
struct the international currency and credit organization as 
the only possible safeguard of peace among sovereign states, 
and that the world relied as never before on haute finance. 
J. P. Morgan had replaced N. M. Rothschild as the demiurge 
of a rejuvenated nineteenth century.'*® 

'‘Economic liberalism made a supreme bid to restore the 
self-regulation of the system. . .” " It became, in effect, the 

spearhead of a heroic attempt to restore world trade, remove 
all avoidable hindrances to the mobility of labor, and recon¬ 
struct stable exchanges. This last aim had precedence over the 
rest.” On all sides there was unanimity about the need to 
restore the gold standard: 
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It would be hard to find any divergence between utterances 
of Hoover and Lenin, Churchill and Mussolini, on this point.®^ 

The 1920’s saw the prestige of economic liberalism at its 
height.. .. Stabilization of currencies became the focal point 
in the political thought of peoples and governments; the re¬ 
storation of the gold standard became the supreme aim of all 
organized effort in the economic field. The repayment of for¬ 
eign loans and the return to stable currencies were recogn¬ 
ized as the touchstones of rationality in politics ... 

Countries made it the basic principle of policy: 

The stabilization of the all-but-destroyed currencies in 
Austria, Hungary, Bulgaria, Finland, Roumania, or Greece 
was.. . an act of faith [in the gold standard] on the part of 
these small weak countries ... 

The League itself made herculean efforts in this direction; 

Geneva acted as the sponsor of a process of rehabilitation 
in which the combined pressure of the City of London and 
of the neo-classical monetary purists of Vienna was put into 
the service of the gold standard . .. 

The achievement of Geneva was remarkable in its way. 
Had the aim not been intrinsically impossible, it would have 
been surely attained, so able, sustained, and single-minded 
was the attempt.^*"^ 

The prestige of Geneva rested on its success in helping 
Austria and Hungary to restore their currencies ... 

It was the chief concern of international conferences and 
other international efforts at cooperation: 
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For over a decade the restoration of the gold standard had 
been the symbol of world solidarity. Innumerable conferences 
from Brussels to Spa and Geneva, from London to Locarno 
and Lausanne met in order to achieve the political precon¬ 
ditions of stable currencies.... Every international endeavor 
was ultimately directed to this end, while national govern¬ 
ments, as a rule, accommodated their policies to the need of 
safeguarding the currency, particularly those policies which 
were concerned with foreign trade loans, banking, and ex¬ 
change.®^ 

The gold standard had become more crucial than ever be¬ 
fore: 


For unless confidence in the currencies was restored, the 
mechanism of the market could not function . .. 

Now . . . debts had been created on political grounds . . . 
loans were given on semi-political grounds. ... But loans 
were also given for reasons of economic policy, in order to 
stabilize world prices or to restore the gold standard. . . . 
This mechanism [the international credit mechanism] itself 
was based on the expectation of a return to stable exchanges, 
which again was synonymous with a return to gold. An 
elastic band of amazing strength helped to maintain the 
semblance of unity in a dissolving economic system; but 
whether the bank would stand the strain depended upon a 
timely return to gold.®® 

Yet just as before the war, the conflict waged between the 
gold standard and protectionism. The social cost of the strain 
to maintain the gold standard was incalculable. Indeed, political 
cleavages centered on the issue: 

By inherent necessity the root problems of market society 
reappeared: interventionism and currency. They became the 
center of politics in the twenties. Economic liberalism and 
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socialist interventionism turned upon the different answers 
given to them.®® 

Currency had become the pivot of national politics.®^ 

In Bulgaria, Greece, Finland, Latvia, Lithuania, Esthonia, 
Poland, and Roumania the restoration of the currency pro¬ 
vided counterrevolution with a claim to power. In Belgium, 
France, and England the Left was thrown out of office in 
the name of sound monetary standards.®^ 

As to the social cost, Polanyi writes: 

Hundreds of millions of people had been afflicted by the 
scourge of inflation; whole social classes, whole nations had 
been expropriated. . . . No private suffering, no infringement 
of sovereignty, was deemed too great a sacrifice for the 
recovery of monetary integrity. The privations of the unem¬ 
ployed made jobless by deflation; the destitution of public 
servants dismissed without a pittance; even the relinquish¬ 
ment of national rights and the loss of constitutional liberties 
were judged a fair price to pay for the fulfillment of the re¬ 
quirement of sound budgets and sound currencies, these 
a priori of economic liberalism.®® 

The intellectual middle class was literally pauperized; 
financial sharks heaped up revolting fortunes.®^ 

... These small and weak countries ... literally starved 
themselves to reach the golden shores ... ®® 

The effort at rejuvenation centered on the international 
economy, which in turn meant the effort to restore the gold 
standard. The pre-war protectionist countermovement re¬ 
appeared. The strains in the whole social fabric likewise 
reappeared, but this time with greatly magnified social dis¬ 
location. 
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Just as there was a strain resultant upon the impracticability 
of restoring the international economic institution of the gold 
standard, so was there a strain in the national political sphere 
in the conflict between social classes, centering around the in¬ 
stitution of popular government. Polanyi claims that there 
had been a consistent strain since the beginning of industrialism 
in the effort to maintain the political and the economic as 
separate spheres. This manifested itself in the conflict between 
the interventionist tendencies of popular government and the 
liberal establishment of a labor market. The problem had been 
most acute during the formative years of the market economy, 
and comes to the fore again during the 1920’s, the period of 
dissolution of the world market system. The 1920’s relive in 
a way the era of early capitalism. 

The 1830’s established economic tension by the repeal of 
Speenhamland, while the Parliamentary Reform of 1832 to¬ 
gether with the denial of popular suffrage established political 
tension. The Chartist movement was the protectionist effort 
of the working classes to mitigate the market system through 
political intervention. The parliamentry leaders were but con¬ 
sistent liberals when they denied labor the right to vote: 

Lord Macaulay was only consistent when he demanded in 
the House of Lords in one of the most eloquent speeches ever 
made by a great liberal the unconditional rejection of the 
Chartist petition in the name of the institution of property on 
which all civilization rested. Sir Robert Peel called the 
Charter an impeachment of the Constitution.®® 

This doctrine of Peel’s marked a semantic change of great 
importance in the Lockean thesis of the right of property, 
which was a democratic doctrine aimed against arbitrary acts 
from above. Whereas Locke was in actuality an apologist for 
commercial capital and thereby of popular government against 
monarchism, the liberal perversion of his thesis defended in¬ 
dustrial rather than commercial capital against the people and 
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against popular government. Thus the Constitution was subtly 
changed: 

In England it became the unwritten law of the Constitution 
that the working class must be denied the vote.... Not be¬ 
fore the working class had passed through the Hungry Forties 
and a docile generation had emerged to reap the benefits of 
the Golden Age of capitalism; not before an upper layer of 
skilled workers had developed their unions and parted com¬ 
pany with the dark mass of poverty-stricken laborers; not 
before the workers had acquiesced in the system ... was their 
better paid stratum allowed to participate in the nation's 
councils.®^ 

This liberal attitude toward democracy continued throughout 
nineteenth century civilization: 

Inside and outside England, from Macaulay to Mises, from 
Spencer to Sumner, there was not a militant liberal who did 
not express his conviction that popular democracy was a 
danger to capitalism.®® 

The issue of popular suffrage and social protectionism was 
linked with the currency issue from the beginning, and their 
interaction becomes obvious again also in the 1920's: 

Bentham was the first to recognize that inflation and de¬ 
flation were interventions with the right of property: the 
former a tax on, the latter an interference with, business. Ever 
since then labor and money, unemployment and inflation have 
been politically in the same category.®*^ 

And a century later Mises was still reiterating that labor 
and money were no more a concern of the government than 
any other commodity on the market."^® 
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Social protection and interference with the currency were 
not merely analogous but often identical issues. Since the 
establishment of the gold standard, the currency was just as 
much endangered by a rising wage level as by direct in¬ 
flation—'both might diminish exports and eventually depress 
exchanges. This simple connection between the two basic 
forms of intervention became the fulcrum of politics in the 
twenties. 

... Who could doubt that unrestricted unemployment l>ene- 
fits might be as effective in upsetting the balance of the budget 
as too low a rate of interest in inflating prices—^and with the 
same nefarious consequences for the exchanges ? 

The dilemma posed by this interaction was eventually re¬ 
solved only by a resort to full protectionism in both areas, 
which meant that the Great Transformation was on. 

3 * 

The strains in the whole system resulting from currency 
and labor protectionism became increasingly severe and in 
time dissolved the system. The more the gold standard was 
sought, the more protectionism was needed: 

Although everybody agreed that stable currencies ultimately 
depended upon the freeing of trade, all except dogmatic free 
traders knew that measures had to be taken immediately which 
would inevitably restrict foreign trade and foreign payments. 
Import quotas, moratoria and stand-still agreements, clearing 
systems and bilateral trade treaties, barter arrangements, em¬ 
bargoes on captial exports, foreign trade control, and ex¬ 
change equalization funds developed in most countries to meet 
the same set of circumstances... . The frantic efforts to 
protect the external value of the currency as a medium of 
foreign trade drove the peoples, against their will, into an 
autarchized economy.^^ 
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The Other basic institutions were sacrificed to preserve the 
crucial institution of the gold standard: 

During the twenties, acording to Geneva, questions of so¬ 
cial organization had to be wholly subordinated to the needs 
of the restoration of the currency.... Governments had to 
intervene in order to reduce prices on monopoly articles, to 
reduce agreed wage schedules, and cut rents. The deflation¬ 
ist’s ideal came to be a free economy under a strong govern¬ 
ment .. Primacy of exchanges involved no less a sacrifice 
than that of free markets and free governments — the two 
pillars of liberal capitalism.'^^ 

The interrelated problems of labor and currency posed poli¬ 
tical problems which aggravated the strain: 

Since 1925, the position of Great Britain’s currency had 
been unsound. The return to gold was not accompanied by 
a corresponding adjustment of the price level, which was 
distinctly above world parity.... Snowden, Chancellor of the 
Exchequer in Labor’s first government (1924) ... failed to 
realize that by undertaking to restore the pound he had com¬ 
mitted his party either to shoulder a fall in wages or to go 
into the wilderness.*^® 

There was no need for a banker’s “ ramp ” (though ramp 
there was) to impress upon the nation the alternative of 
sound currency and sound budgets on the one hand, improved 
social services and a depreciated currency on the other.... 
In other words, there had to be either a cut in the social 
services or a fall in the exchanges. Since Labor was unable to 
decide for either.... Labor was shoved out of office.^® 

In all important European countries a similar mechanism 
was active and with very much the same eflPects. In Austria 
in 1923, in Belgium and France in 1926, in Germany in 1931, 
Labor Parties had to quit office in order to save the cur¬ 
rency.” Statesmen like Seipel, Francqui, Poincare, or Briining 
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eliminated Labor from government, reduced social services, 
and tried to break the resistance of the unions to wage ad¬ 
justments. Invariably the danger was to the currency, and 
with equal regularity the responsibility was fixed on inflated 
wages and unbalanced budgets.... Yet the more closely we 
consider these questions the clearer it must become that 
eventually currency and budget focused the issues pending 
between employers and the employees, with the rest of the 
population swinging in to the support of the one or the other 
of the leading groups.'^'^ 

Exchanges were the highly effecwive arm of the lever that 
was pressing on the wage level.... Usually the wage issue 
was increasing the tension under the surface. But what the 
laws of the market often could not force upon reluctant wage 
earners, the foreign exchange mechanism most effectively 
performed. The currency indicator made visible to all the 
unfavorable effects that interventionist trade union policies 
had on the market mechanism (the inherent weaknesses of 
which, including the trade cycle, were now taken for 
granted.) 

... The function of trade unions becomes morally and cul¬ 
turally vital to the maintenance of minimum standards for 
the majority of the people. Yet clearly any method of inter¬ 
vention that offers protection to the workers must obstruct 
the mechanism of the self-regulating market, and eventually 
diminish the very fund of consumers' goods that provides 
them with wages. 

Labor had its political effects independent of currency, too ; 

On the Continent workers' parties had always been social¬ 
ist in outlook and any reform they wished to achieve was, as 
a matter of course, suspect of serving socialist aims. In quiet 
times such a suspicion would have been unjustified.... But 
the position was different in an emergency. Then, if normal 
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methods were insufficient, abnormal ones would be tried, and 
with a workers’ party such methods might involve a dis¬ 
regard of property rights.... Under conditions such as these 
the routine conflict of interests between employers and em¬ 
ployees took on an ominous character.... A clash of group 
interests that resulted in paralyzing the organs of industry 
or state—either of them, or both—formed an immediate peril 
to society. Yet precisely this was the case in the twenties.®® 

The net result of this untenable strain was collapse. The 
abandonment of the gold standard first by Great Britain and 
then by the United States meant the end of the last nineteenth 
century institution. Transformation followed immediately: 

Neither the League of Nations nor international haute 
finance outlasted the gold standard; with its disappearance 
both the organized peace interest of the League and its chief 
instruments of enforcement—the Rothschilds and Morgans--- 
vanished from politics. The snapping of the golden thread 
was the signal for a world revolution.®^ 

♦ ♦♦♦♦♦♦ 

The restoration of the international political order was never 
more than an illusion, and the two national institutions were 
sacrificed for the maintenance of the international economic 
order. So when the international economic order crumbled, 
there were no vestiges left of the four basic institutions. The 
strains in the system eventually forced the collapse of the gold 
standard and the beginning of transformation. 

The strains were initially national, but through the world 
economic order were shifted constantly westward till the 
United States carried the burden. Wlien the United States 
itself went off the gold standard, the last pillar was gone: 

An alnaost unbroken sequence of currency crises linked the 
indigent Balkans with the affluent United States through the 
elastic band of an international credit system.... Ultimately, 
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the United States itself was engulfed by the effects of the 
premature stabilization of European currencies. The final 
breakdown had begun.®^ 

Eventually, a silent concern for the safety of the pound 
entered into the position of the leading gold country, the 
United States.... American support of the pound sterling in 
1927 implied low rates of interest in New York to avert big 
movements of capital from London to New York. The Fed¬ 
eral Reserve Board accordingly promised the Bank of 
England to keep its rate low! but presently America herself 
was in need of high rates as her own price system began to 
be perilously inflated.... Debtors, emaciated by deflation 
lived to see the inflated creditor collapse. It was a portent. 
America, by an instinctive gesture of liberation, went off gold 
in 1933, and the last vestige of the traditional world economy 
vanished. Although hardly anybody discerned the deeper 
meaning of the event at the time, history almost at once 
reversed its trend.®® 

The thirties lived to see the absolutes of the twenties called 
in question. After several years during which currencies were 
practically restored and budgets balanced, the two most power¬ 
ful countries. Great Britain and the United States, found 
themselves in difficulties, dismissed the gold standard, and 
started out on management of their currencies.®"* 

An adventitious but by no means accidental event started 
the destruction of the international system. A Wall Street 
slump grew to huge dimensions and was followed by Great 
Britain's decision to go off gold, and, another two years later, 
by a similar move on the part of the United States. . .. The 
factual organization of world economy refused to function. 
The gold standard was at least temporarily put out of action 
by its Anglo-Saxon creators; under the guise of default, 
foreign debts were repudiated; capital markets and world 
trade dwindled away.®® 
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In no field was the breakdown of market economy as abrupt 
as in that of money. ... Neither in the case of labor nor in that 
of land was there a formal sudden and complete rift in the 
market mechanism such as happened in the field of money. 
There was nothing comparable in the other markets to the 
relinquishing of the gold standard by Great Britain on Sep¬ 
tember 21, 1931; nor even to the subsidiary event of 
America’s similar action, June, 1933. Though by that time 
the Great Depression which began in 1929 had swept away 
the major part of world trade, this meant no change in 
methods, nor did it affect the ruling ideas. But final failure 
of the gold standard was the final failure of market economy.®® 
Of these [four basic] institutions the gold standard proved 
crucial; its fall was the proximate cause of the catastrophe. 
By the time it failed most of the other institutions had been 
sacrificed in a vain effort to save it.®^ 

But if the breakdown of our civilization was timed by the 
failure of world economy, it certainly was not caused by it.®® 
But the failure of the gold standard did hardly more than 
set the date of an event which was too big to have been caused 
by it. No less than a complete destruction of the national 
institutions of nineteenth century society accompanied the 
crisis in a great part of the world, and everywhere these 
institutions were changed and re-formed almost out of 
recognition.®® 

The failure of the international system, though it triggered 
the transformation, could certainly not have accounted for its 
depth and content.®® 

. .. Geneva used the international credit mechanism to shift 
the burden of the incompletely stablized economies of Eastern 
Europe, first, to the shoulders of the Western victors, second, 
from there to the even broader shoulders of the United States 
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of America. The collapse came in America in the course of 
the usual business cycle, but by the time it came, the financial 
web created by Geneva and Anglo-Saxon banking entangled 
the economy of the planet in that awful capsize.®^ 

♦ ♦ ♦ ♦ Jft ♦ 

Transformation was under way when the gold standard col¬ 
lapsed, though its cause was the dissolution of the system set 
in motion over a century before and inadequately propped up 
during the 20's. The transformation meant the remaking of 
the basic social institutions, accompanied by violence and war: 

In the early thirties, change set in with abruptness. Its 
landmarks were the abandonment of the gold standard by 
Great Britain; the Five-Year Plans in Russia; the launching 
of the New Deal; the National Socialist Revolution in Ger¬ 
many; the collapse of the League in favor of autarchist em¬ 
pires. While at the end of the Great War nineteenth century 
ideals were paramount, and their influence dominated the 
following decade, by 1940 every" vestige of the international 
system had disappeared and, apart from a few enclaves, the 
nations were living in an entirely new international setting.®^ 

The liberal state was in many countries replaced by totali¬ 
tarian dictatorships, and the central institutions of the century 
—^production based on free markets—was superseded by new 
forms of economy. While great nations recast the very mold 
of their thought and hurled themselves into wars to enslave 
the world in the name of unheard-of conception of the nature 
of the universe, even greater nations rushed to the defense of 
freedom which acquired an equally unheard-of meaning at 
their hands.®* 

A new set of ruling ideas superseded the world of the self¬ 
regulating market. To the stupefaction of the vast majority 
of contemporaries, unsuspected forces of charismatic leader- 
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ship and autarchist isolationism broke forth and fused socie¬ 
ties into new forms.®^ 

There existed a symbiotic relationship between the destiny 
of nations and that of society at large, such that when trans¬ 
formation appeared some nations were injured and some 
benefited by it—and again, different nations aided in diverse 
ways in effecting the transformation. The variations in national 
responses not unnaturally led to war: 

It was not by accident that the transformation was accom¬ 
panied by wars on an unprecedented scale. History was geared 
to social change; the fate of nations was linked to their role 
in an institutional transformation. Such a symbiosis is no 
exception in history.... A nation may be handicapped in its 
struggle for survival by the fact that its institutions, or some 
of them, belong to a type that happens to be on the down¬ 
grade—the gold standard in World War II was an instance 
of such an antiquated outfit. Countries, on the other hand, 
which, for reasons of their own, are opposed to the status quo, 
would be quick to discover the weaknesses of the existing 
institutional order and to anticipate the creation of institu¬ 
tions better adapted to their interests.... The distinction 
between World Wars I and II is apparent; the former was 
still true to nineteenth century type—a simple conflict of 
powers, released by the lapse of the balance-of-power system; 
the latter already is part of the world upheaval.®® 

While history was thus started on its course by an event 
external to all, the single nations reacted to the challenge ac¬ 
cording to whither they were bound. Some were averse to 
change; some went a long way to meet it when it came; some 
were indifferent. Also, they sought for solutions in various 
directions. Yet from the point of view of market economy 
these often radically different solutions merely represented 
given alternatives.®® 
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The true scope of these social movements can be gauged 
only if, for good or evil, their transcendant character is 
recognized and viewed as detached from the national interests 
enlisted in their service.®*^ 

The nations that anachronistically held on to liberal ideas 
were primarily Great Britain, France, and the United States. 
The nations which took advantage of the deep forces of change 
bigger than themselves were primarily Germany and Russia. 
As to the democratic countries loath to change and slow to see 
the facts, Polanyi writes : 

By the middle of the thirties France and some other states 
still adhering to gold were ... forced off the standard ... 

[Under] the so-called Blum experiment (1936)... . Labor 
was in government, but on condition that no embargo on gold 
exports be imposed. The French New Deal never had a 
chance since the government was tied on the crucial question 
of currency.®® 

Although Great Britain and the United States departed 
from monetary orthodoxy, they retained the principles and 
methods of liberalism in industry and commerce, the general 
organization of their economic life. This was to prove a factor 
in precipitating the war and a handicap in fighting it, since 
economic liberalism had created and fostered the illusion that 
dictatorships were bound for economic catastrope. By virtue 
of this creed democratic governments were the last to under¬ 
stand the implications of managed currencies and directed 
trade, even when they happened by force of circumstances to 
be practicing these methods themselves; also, the legacy of 
economic liberalism barred the way to timely rearmament.... 
But for the stubborn and impassioned insistence of economic 
liberals on their fallacies, the leaders of the race as well as the 
masses of free men would have been better equipped for the 
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ordeal of the age and might perhaps even have been able to 
avoid it altogether.^®® 

Sir John Simon and Montagu Norman firmly believed that 
eventually Schacht would restore the orthodox economics in 
Germany.... Illusions such as these survived in Downing 
Street up to the time of Munich and after. While Germany 
was thus greatly assisted in her conspirative plans by her 
ability to adjust to the dissolution of the traditional system, 
Great Britain found herself severely handicapped by her 
adherence to that system.^®^ 

Although England had temporarily gone off gold, her 
economy and finance continued to be based on the principles 
of stable exchanges and sound currency. Hence, the limita¬ 
tions under which she found herself in respect to rearmament. 

. . . Britain’s strategy and foreign policy were constricted by 
her conservative financial outlook. . . . England’s military un¬ 
preparedness was mainly the result of her adherence to gold 
standard economics.^®^ 

...The National Government of 1931 in Great Britain 
performed in a modest wa}^ the same function as the American 
New Deal. Both these were moves of adjustment of single 
countries in the great transformation.^®^ 

On the other hand, the w^eaker nations, in the name of the 
social movement of socialism or its opposing movement, fas¬ 
cism, helped to make the transformation of social institutions : 

. . . Germany, once defeated, was in the position to recog¬ 
nize the hidden shortcomings of the nineteenth century order, 
and to employ this knowledge to speed the destruction of 
that order. A kind of sinister intellectual superioiity accrued 
to those of her statesmen in the thirties who turned their 
minds to this task of disruption ... ^®^ 
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... Fascism and socialism found a vehicle in the rise of 
individual powers which helped to spread their creed. Ger¬ 
many and Russia respectively became the representatives of 
fascism and socialism in the world at large.'®® 

... Fascism and socialism ... were live forces in institu¬ 
tional transformation.... The elan vital which produced the 
inscrutable urge in the German and Russian people to claim 
a greater share in the record of the race must be taken as 
factual data of the conditions under which our story unfolds, 
while the purport of Fascism and Socialism, or New Deal 
is part of the story itself.'®® 

Three powers, Japan, German, and Italy, rebelled against 
the status quo and sabotaged the crumbling institutions of 
peace. At the same time the factual organization of world 
economy refused to function.... The political and the eco¬ 
nomic system of the planet disintegrated conjointly.'®^ 

Russia turned to socialism under dictatorial forms. Liberal 
capitalism disappeared in the countries preparing for war like 
Germany, Japan, and Italy, and, to a lesser extent, also in 
the United States and Great Britain. But the emerging 
regimes of fascism, socialism, and the New Deal were similar 
only in discarding laisses-jaire principles.'®® 

Among those determined to make use of a general dis¬ 
location to further their own interests was a group of dis¬ 
satisfied Powers for whom the passing of the balance-of- 
power system, even in its weakened form of the League, apn 
peared to offer a rare chance. Germany was now eager to 
hasten the downfall of traditional world economy . .. and she 
anticipated the collapse of that economy, so as to have the 
start of her opponents.'®® 

Germany at first reaped the advantages of those who kill 
that which is doomed to die. Her start lasted as long as the 
liquidation of the outworn system of the nineteenth century 
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permitted her to keep in the lead. The destruction of liberal 
capitalism, of the gold standard, and of absolute sovereignties 
was the incidental result of her marauding raids. In adjusting 
to an isolation sought by herself and, later, in the course of 
her slave dealer’s expeditions, she developed tentative solu¬ 
tions to some problems of the transformation.^^^ 

Russia’s rise also was linked with her role in the transfor¬ 
mation. ... The collectivization of the farms meant the sup¬ 
pression of market economy by cooperative methods in regard 
to the decisive factor of land. Russia . . . emerged as the 
representative of a new system which could replace market 
economy.^ 

.. . The revolution that started with the collectivization of 
the farms, about 1930, was the first of the great social changes 
that transformed our world in the thirties ... the second 
Revolution established a socialist economy.... The second 
[revolution] formed part of a simultaneous universal trans¬ 
formation.^^- 

Socialism and fascism were variant forms of transformation, 
and each was a social movement of international scope which 
came to power in one or a few specific countries. The basic 
movement was socialism, the origins of which lay, as we have 
already seen, in the formative days of capitalism. Polanyi in¬ 
sists that socialism was more of a bogey than a menace, but 
as a menace it was most eflfective in activating class fears to 
counter-action, which under certain circumstances led to 
victories for fascism: 

From the point of view of the economic system, i^ [social¬ 
ism] is ... a radical departure from the immediate past, in so 
far as it breaks with the attempt to make private money 
gains the general incentive to productive activities, and does 
not acknowledge the right of private individuals to dispose 
of the main instruments of production.... The mere pos- 
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sibility that they [socialist parties] might decide to [interfere 
with the property system] ... undermines that type of con¬ 
fidence which in liberal economy is vital, namely, absolute 
confidence in the continuity of the titles to property.^^^ 

Since the Great War two changes have taken place which 
affect the position of socialism. First, the market system 
proved unreliable to the point of almost total collapse . .. ; 
second, a socialist economy was established in Russia.... 
Though the conditions under which this venture took place 
made it inapplicable to Western countries, the very existence 
of Soviet Russia proved an incisive influence.. .. These dif¬ 
ferences made her methods and solutions inapplicable else¬ 
where, but did not prevent socialism from becoming a world 
power.^^^ 

. .. The middle classes tried to exclude the working classes 
from all influence on public life... [during] the counter¬ 
revolutionary phase of the postwar period. Actually, there 
was never any serious danger of a Communist regime since 
the workers were organized in parties and unions actively 
hostile to the Communists.... The peril was not Bolshevism, 
but disregard of the rules of market economy on the part of 
trade unions and working-class parties, in an emergency.... 
This explained the remarkable shift in some countries from 
a supposedly imminent dictatorship of the industrial workers 
to the actual dictatorship of the peasantry. 

Mussolini, it was said, claimed to have averted Bolshevism 
in Italy... . Hitler claimed he had saved Germany from 
Bolshevism.. .. Actually, in Germany as in Italy, the story 
of the immediate postwar period proved that Bolshevism 
had not the slightest chance of success. But it also showed 
conclusively that in an emergency the working class, its 
trade unions and parties, might disregard the rules of the 
market which established freedom of contract and the sanctity 
of private property as absolutes. ... Not the illusionary 
danger of a communist revolution, but the undeniable fact 
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thait the working classes were in the position to force pos¬ 
sibly ruinous interventions, was the source of the latent fear 
which, at a crucial juncture, burst forth in the fascist panic.^^® 

Only in Russia was socialism a success, and there only with 
the second '' revolution led by Stalin and opposed by the old 
Bolsheviks. The conditions were entirely specific to Russia, 
and wholly contrary to those necessary for socialism in the 
West : 


...She [Soviet Russia] had turned to socialism in the 
absence of industries, a literate population, and democratic 
traditions—all three of which, according to Western ideas, 
were preconditions of socialism.^ 

It is not usually realized that the Bolsheviks, though ardent 
socialists themselves, stubbornly refused to “ establish social¬ 
ism in Russia.” Their Marxist convictions alone would have 
precluded such an attempt in a backward agrarian country. 
But apart from the entirely exceptional episode of so-called 
” War Communism ” in 1920, the leaders adhered to the posi¬ 
tion that the world revolution must start in industrialized 
Western Europe. Socialism in one country would have ap¬ 
peared to them a contradiction in terms, and when it became 
reality, the old Bolsheviks rejected it almost to a nian.^^^^ 

. . . What we call the Russian Revolution really consisted 
of two separate revolutions, the first of which embodied tra¬ 
ditional Western European ideals, while the second formed 
part of the utterly new development of the thirties. . . . Among 
the factors which forced upon her a decision in the years be¬ 
tween the two revolutions was the failure of the international 
system. By 1924 ” War Communism ” was a forgotten in¬ 
cident. . . . She was now bent on increasing her foreign trade. 
. . . Russia’s inability to develop an export trade on favorable 
terms restricted her imports of machinery ... [aflPecting] the 
terms of barter between town and countr\"side. . . unfavor¬ 
ably, thus increasing the antagonism of the peasantry to the 
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rule of the urban workers. In this way the disintegration of 
world economy increased the strain on the makeshift solutions 
of the agrarian question in Russia, and hastened the coming 
of the kolkhoz.... Socialism in one country was brought 
about by the incapacity of market economy to provide a link 
between all countries ... 

4c 4c # He 

Fascism the other major variant of transformation, became 
a genuine menace, appeared everywhere, and achieved success 
in several countries. Fascism grew on the fears produced by 
socialism and other tensions in the social structure. It repre¬ 
sented a reform which was truly revolutionary in that it up¬ 
rooted the basic tradition of Western civilization. 

Its origin lay in fear: 

... Fascism... fis] explained by the fact that, once the 
common mind has received the impress of a danger, fear re¬ 
mains latent, as long as its causes are not removed.... The 
nations of Europe never overcame the shock of the war ex¬ 
perience which unexpectedly confronted them with the perils 
of interdependence.... The source of the peril was not re¬ 
moved. Why then expect fear to subside ? 

Eventually, the moment would come when both the eco¬ 
nomic and the political systems were threatened by complete 
paralysis. Fear would grip the people, and leadership would 
be thrust upon those who offered an easy way out at whatever 
ultimate price. The time was ripe for the fascist solution. 

The fear of course had class origins, fear of the working 
class's struggle for socialism as a threat to the smooth func¬ 
tioning of the economy : 

... When tensions between the social classes developed, 
society itself was endangered by the fact that the contending 
parties were making government and business, stale and 
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industry, respectively, their strongholds. Two vital functions 
of society, the political and the economic, were being used 
and abused as weapons in a struggle for sectional interests. 
It was out of such a perilous deadlock that in the twentieth 
century the fascist crisis sprang. 

Fear of Bolshevism was the force which made their [the 
peasants’] political position impregnable. And yet that fear, 
as we saw, was not fear of a working-class dictatorship — 
nothing faintly similar was on the horizon—but rather the 
dread of a paralysis of market economy. ... As soon as the 
consolidation of the power of the state and—even before that 
—the forming of the urban lower middle class into storm 
troops by the fascists, freed the bourgeoisie from depen¬ 
dence upon the peasantry, the latter’s prestige was quickly 
deflated. 

Polanyi proceeds to give a systematic account of the rise of 
fascism. First there is a definition of fascism: 

The fascist solution of the impasse reached by liberal capi¬ 
talism can be described as a reform of market economy 
achieved at the price of the extirpation of all democratic 
institutions, both in the industrial and in the political realm. 
The economic system which was in peril of disruption would 
thus be revitalized, while the people themselves were sub¬ 
jected to a re-education designed to denaturalize the individ¬ 
ual and make him unable to function as the responsible unit 
of the body politic. This re-education, comprising the tenets 
of a political religion that denied the idea of the brotherhood 
of man in all its forms, was achieved through an act of mass 
conversion enforced against recalcitrants by scientific methods 
of torture.^-"* 

Its [fascism’s] aim transcends the political and economic 
framework: it is social. It puts a political religion into the 
service of a degenerative process. 
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He insists that it was a ‘‘ degenerative'' solution which 
would provide an escape from institutional deadlock but at the 
price of theatening the death of our civilization. The persistent 
theme is reiterated that the collapse of the nineteenth century 
system was the basic cause of fascism. It appeared under all 
kinds of circumstances in all types of countries, so was the 
consequence of a common factor and not of local conditions, 
and therefore '' should never have been ascribed to local causes, 
national mentalities, or historical backgrounds. . 

Polanyi maintains that although the fascist movement aimed 
at mass support, it acquired its real strength from its influence 
upon persons in high position whose good will the fascist 
leaders possessed. . It never rebelled against authority, 

only appeared to. Indeed, fascism appeared with only a small 
movement, or in the absence of any movement: 

.. . Signs [of fascism other than the existence of a move¬ 
ment] were the spread of irrationalistic philosophies, racialist 
esthetics, anticapitalist demagogy, heterodox currency views, 
criticism of the party sys>tem, widespread disparagement of 
the regime,'' or whatever was the name given to the exist¬ 
ing democratic set-up. 

Polanyi cites the writings of Othmar Spann, Stephen 
George, Ludwig Klages, D. H. Lawrence, Georges Sorel. He 
also points out that though Hitler had a vast movement, he 
was put in power by the feudalist clique around Hindenburg, 
and that Mussolini got to power with only a small movement, 
and Primo de Rivera without any. 

This coincides with Polanyi's thesis that fascism was a re¬ 
sponse to the short-comings of the market system—“ a social 
force that waxed and waned according to the objective situ¬ 
ation." Polanyi believes that there is for fascism an analogue 
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of the Marxist revolutionary situation/’ viz., a fascist situ¬ 
ation/' and that such situations have been frequent since the 
1930’s. The defenders of labor and democratic freedom melted 
away: 


If a “ revolutionary situation is characterized by the psy¬ 
chological and moral disintegration of all forces of resistance 
to the point where a handful of scantily armed rebels were 
enabled to storm the supposedly impregnable strongholds of 
reaction, then the ** fascist situation '' was its complete parallel 
except for the fact that here the bulwarks of democracy and 
constitutional liberties were stormed and their defenses found 
wanting in some spectacular fashion.^®® 

In short the movement did not imply a fascist revolution, 
but ‘‘ the situation . . . gave birth ... to the movement. . 

Fascism, like socialism, was rooted in a market society that 
refused to function. Hence, it was world-wide, catholic in 
scope, universal in application; the issues transcended the 
economic sphere and begot a general transformation of a dis¬ 
tinctively social kind. It radiated into almost every field of 
human activity whether political or economic, cultural, philo¬ 
sophic, artistic, or religious.'^^ 

Fascism had symbiotic relationships with distinct tendencies 
with which it became confused, particularly counterrevolu¬ 
tionism and nationalist revisionism. Counterrevolutionism, as 
mentioned earlier, Polanyi holds to be a nineteenth century 
phenomenon—concerned with the repossession of the power 
achieved by the postwar revolutionists whose aim was essen¬ 
tially libertarian. 
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The job of counterrevolution was mainly political and fell 
as a matter of course to the dispossessed classes and groups 
such as dynasties, aristocracies, churches, heavy industries, 
and the parties affiliated with them.^®^ 

The fascists were as opposed to the conservatives as to the 
socialists, but they found a useful ally in the counterrevolu¬ 
tionists. They also clashed with the counterrevolutionists, 
claiming that they were inadequate and only the fascists could 
suppress socialism. Usually the conservative counterrevolution¬ 
ists deprived the fascists of power even when using them. In 
Germany and Austria the conservatives got along without the 
fascists. In Esthonia, Finland, and Latvia the conservatives 
established strong governments which relegated fascism to 
the limbo.” Pseudo-liberal regimes ” won out over fascism 
in Hungary and Bulgaria. Only in Italy did the failure of the 
conservatives to quiet labor give the fascists their opening. 

But for all the victories of the conservatives over the fascists, 
they were unable to solve the national problem, and this w^as 
the decisive weapon of fascism at least in Germany and Italy. 
Despite what he had said about the labor issue in Italy, Polanyi 
insists: 

Both in Germany and in Italy fascism could seize power 
only because it was able to use as its lever unsolved national 
issues . . . 

But nationalism was just as independent as counterrevolu¬ 
tionism was of any essential relationship to fascism. Their 
relationship was a symbiotic one of great value to both, but 
they had separate origins. Italian nationalism was one of dis¬ 
content over the spoils of war. The defeated countries had a 
nationalism bent on reestablishment of equality, centering on 
the issue of disarmament and demilitarization. 

134 p. 240. 

135 Idem, 

136 / 5 td., p. 242. 
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The nascent fascist movement put itself almost everywhere 
into the service of the national issue; it could hardly have 
survived without this “ pick-up job.^®^ 

Yet it made headway in some places on a nonnationalist or 
even anti-nationalist platform. In England and the United 
States it was for appeasement, in Austria pacifist and anti¬ 
nationalist, in the case of Huey Long non-nationalist, in Hol¬ 
land and Norway unpatriotically nationalist for an outside 
country. Of course, it was weakened by its anti-nationalism 
in some of these instances, as, for example, France and Great 
Britain. In the case of small countries anti-nationalism some¬ 
times aided fascism. 

Polanyi insists that counterrevolutionist and nationalist 
tendencies were incidental to the rise of fascism, although made 
use of by the fascists. Again he stresses the essential depend¬ 
ence of fascism upon the vicissitudes of the postwar attempt 
to reestablish the market system. He shows that during the 
three periods marking the varying fortunes of the market in 
the twenties and thirties, fascism appeared when the market 
system was weak, and disappeared when it was strong. 

The first period, 1917-23 was the period of revolution and 
counterrevolution. The need of the market system was for 
law and order. Fascism arose to help in this enterprise. But 
it did not go beyond, to erect a radical platform. It remained 
undeveloped, hardly more than a name. In some places the 
officers and aristocracy made a fascist movement of the anti¬ 
labor peasants, and in Italy and elsewhere “ the unemployed 
and the petite bourgeoisie formed into fascist troops.*' 
Fascism was not a distinctive social system at this time, but 
could be recognized by its antidemocratic philosophy and fas¬ 
cist form—armed civilian bands resorting to violence with 
official sanction. 

137 p. 241. 
l 3 Slbid., p. 243. 
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In the second period, 1924-29, the market system seemed 
safely reestablished with universal prosperity, and, after 1926, 
restoration of the international gold standard. Fascism dis¬ 
appeared as a political force. Hitler's putsch failed and Musso¬ 
lini was an ardent economic liberal. 

After the American stock market collapse in 1929, the mar¬ 
ket economy was in general crisis, and fascism returned and 
achieved power. Italy now developed an alternative solution 
of the problem of an industrial society," while " Germany took 
the lead in a revolution of European scope and the fascist 
alignment provided her struggle with a dynamics which soon 
embraced five continents." 

4. 

We are perhaps chiefly interested in the United States both 
because of its being our own country and because of its obvious 
crucial significance to the world system at the present time. 
Yet Polanyi, whose interest is universal history and a world¬ 
wide system, does not say much about America. By gathering 
together what he does say in various places, we seem to get an 
amazing story of a significant exception to the general pattern 
of nineteenth century civilization and transformation, in 
which, nevertheless, America played a vital role. 

The United States is early mentioned as part of the story 
of symbiotic development of nations and capitalist institutions. 
The Commercial Revolution was the vehicle to power for the 
United States just as it was for the nations of the European 
Atlantic seaboard, and the United States helped to spread 
capitalism.^^^ 

Yet in the more limited use of capitalism to mean a market 
economy, America did not enter the capitalist phase until very 
late—the turn of the century or the Great War. That is, up 
to that time no self-regulating market system was in exist- 

pp. 243, 244. 
lAOlbid., cf., p. 28. 
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ence in the United States. This is because special condi¬ 
tions in America caused the three fictitious commodities to 
be free : 

Up to the 1890's the frontier was open and free land lasted; 
up to the Great War the supply of low standard labor flowed 
freely; and up to the turn of the century there was no com¬ 
mitment to keep foreign exchange stable. A free supply of 
land, labor, and money continued to be available.... As long 
as these conditions prevailed, neither man, nor nature, nor 
business organization needed protection of the kind that only 
government intervention can provide.^^^ 

Of course when scarcity appeared in these three fields, “ the 
United States caught up with a century of European develop¬ 
ment ” and “ social protection set in.'' “ A decade of pros¬ 

perity in the twenties sufficed to bring on a depression so fierce 
that in its course the New Deal started to build a moat around 
labor and land, wider than any Europe had known.” 

America, however, early paralleled tne market society 
dichotomy between the economic and the political, going even 
further than England: 

The .American Constitution, shaped in a farmer-crafts¬ 
man’s environment by a leadership forewarned by the English 
industrial scene, isolated the economic sphere entirely from 
the jurisdiction of the Constitution, put private property 
thereby under the highest conceivable protection, and created 
the only legally grounded market society in the world. In 
spite of universal suffrage, American voters were powerless 
against owners. 

HI Ibid., p. 201. 

142 Idem. 

143 Ibid., p. 202. 

144 Idem. 

H^Ibid., pp. 225, 226. On this last point Polanyi cites A. T. Hadley, 
Economics: An Account of the Relations beHveen Private Property and 
Public Welfare, 1896. 
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The interrelation between the popular government and the 
currency issue appeared in America also : 

In eighteenth century, prefederation America, cheap money 
was the equivalent to Speenhamland, that is, an economically 
demoralizing concession made by government to popular 
clamor. The French Revolution and its assignats showed that 
the people might smash the currency, and the history of the 
American states did not help to dispel that suspicion. Burke 
identified American democracy with currency troubles and 
Hamilton feared not only factions but also inflation. In nine¬ 
teenth century America the bickerings of populists and green¬ 
back parties with Wall Street magnates were endemic ... 

America shared in the world-wide manifestation of protec¬ 
tionism in the second half of the nineteenth century: 

The United States had even higher tariffs than the Reich 
and was just as collecti visitin its own way; it subsidized 
long-range railway building heavily and developed the ele¬ 
phantine formation of the trusts.^^*^ 

Yet, Polanyi^s overall evaluation seems to be that America 
escaped the fatal dynamic: 

Apart from exceptional circumstances such as existed in 
North America in the age of the open frontier, the conflict 
between the market and the elementary requirements of an 
organized social life provided the century with its dynamics 
and produced the typical strains and stresses which ultimately 
destroyed that society. 

In the transformation, moreover, the United States was 
once more set apart in avoiding social catastrophe of the 
Continental type.*’ 


lAAIhid., p. 227. 
IA 7 Ibid., p. 217. 
\ASlbid,, p. 249. 
\ 4 Qlbid,, p. 229. 
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. . . The United States went off gold in time. For although 
the technical advantages of this move were slight (and the 
reasons given by the Administration were, as so often, very 
poor), the political dispossession of Wall Street was the result 
of this step. The financial market governs by panic. The 
eclipse of Wall Street in the thirties saved the United States. 
... However, only in the United States, with its independ¬ 
ence from world trade and its excessively strong currency 
position, was the gold standard chiefly a matter of domestic 
politics. In other countries, going off gold involved no less 
than dropping out of world economy.^^® 

Great Britain and the United States—masters not servants 
of the currency—went off gold in time to escape this peril 
[fascism] 

We have already noted that America bore the burden of the 
gold standard until it went off gold, and when it did go off 
signalled the advent of transformation. Like Great Britain, 
America failed to recognize the new order and adhered to 
liberalism; at the cost of risking the loss of the war: 

... In the United States vested interests—such as oil and 
aluminum—entrenched themselves behind the taboos of liberal 
business and successfully resisted preparation for an indus¬ 
trial emergency.'®^ 

Both in Great Britain and in the United States millions of 
independent business units derived their existence from the 
principle of laissec-jaire. Its spectacular failure in one field did 
not destroy its authority in all. Indeed, its partial eclipse may 
have even strengthened its hold since it enabled its defenders 
to argue that the incomplete applications of its principles was 
the reason for every and any difficulty laid to its charge.^*^® 

Finally, we may note his evaluation of the present postwar 
period: 

150 Ibid., pp. 229, 230. 

151 Ibid., p. 234, 

152 Ibid., p. 143. 
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Outside the United States, liberal capitalism can hardly be 
said to exist any more.^®^ 


5 - 

Leaving our exposition of Polanyi's ideas and taking up our 
own burden of criticism, we must begin by recognizing that 
this chapter is the central point in the development of the 
argument. In a sense it is the starting point and culmination. 
For the chief problem of the chapter, as of the book, is an 
explanation of the emergence of new economic forms, and 
primarily of the emergence of fascism. The rest of the book 
thus far has been the development of background material to 
be used as tools to explain fascism. What remains of the book 
is an exploration of the alternatives to fascism in a world no 
longer capitalistic. 

Having proceeded this far in the argument there is a certain 
inexorable quality about this chapter; it is almost anti-cli¬ 
mactic to set it down. Yet the development of the central doc¬ 
trine as a corollary does not proceed without surprises and 
ingenious interpretations. We are already in a position 
thoroughly to understand the double movement and the fact 
that a society cannot indefinitely endure sustaining such a 
strain. But the account of the actual process of disruption helps 
to account for some puzzling phenomena of history. And as 
we might expect, there are some theoretical difficulties which 
arise in the course of the argument. 

We might note some highlights of Polanyi's elaboration of 
the process of disintegration. There is first his theory that the 
depression of the 1870’s marks the turning point in the life of 
liberal institutions, and thereafter they can only exist when 
accompanied by protectionism. Allied to this doctrine is the 
theory that new protectionist institutions arise at this time— 
the protectionist state and national currencies and banking. 
His old theory of an institutional system is now applied, for he 


154 Commentary, p, 109. 



DISRUPTION AND TRANSFORMATION 267 

shows that strains produced by conflict between protectionism 
and liberalism appear in each of the four institutional spheres 
and spread from one to the other. Then there is the theory that 
imperialism is a protectionist phenomenon, contrary to older 
liberal philosophy and policy but later necessary in order to 
export disintegration/' or to make backward peoples suffer 
what would otherwise have to be borne by the domestic popu¬ 
lation. Out of imperialism and general conditions of strain 
emerges the first World War, as a result and not a cause of 
disintegration. Following the war, there was the misguided 
effort to reconstitute society on a reactionary basis. The gold 
standard became the shibboleth for which every other liberal 
institution and also political democracy and even economic 
welfare itself were sacrificed. Finally came collapse of the gold 
standard and with it institutional transformation and the 
emergence of new societies. Socialism never had a chance in 
Western Europe, but appeared under conditions inapplicable 
to the West in Stalin’s Russia in the 30’s as the first of the 
transformed societies. Fear of paralysis of the market system 
and fear of institutional strains formed the basis of fascism, 
which was a degenerative but effective solution. It not only 
discarded economic liberalism but also political liberalism. It 
had help from political leaders in positions of authority, and 
thus was succesful with or without mass backing. It allied 
itself with counterrevolution and nationalism, but was essen¬ 
tially distinct from them. It manifested itself everywhere, but 
was successful only in the weaker nations because of the special 
histories of those countries. The strong and democratic nations 
were slow to perceive that they were also embarked upon trans¬ 
formation. In all countries the inevitable collapse of the mar¬ 
ket utopia meant a transformation to a new society. 

We might note a number of difficulties in this exposition, 
logically coherent as it is as a unified explanation of fifty years 
of history. There is some question of contradiction between 
this exposition and earlier theories. For example, the period 
of haute finance has been described as the period where the four 
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liberal institutions seem most clearly to form an interdependent 
system. Yet this is the same period which turns out to be that 
of the inhibited market and the emergence of protectionist 
institutions. How can the liberal state and the protectionist 
state be simultaneous institutions? According to the first ac¬ 
count the liberal state is in effect allied with haute finance, and 
according to the later account the protectionist state emerges 
universally and grows constantly more protectionist both in¬ 
ternally and externally, and also more imperialistic. 

Polanyi’s doctrine of imperialism, striking and reasonable as 
it is, seems itself a contradiction with the earlier account of 
the same historical period. If imperialism was a symptom of 
institutional strain which led to war when the system collapsed, 
then war would seem in this theory to be caused in one sense 
by imperialism (as the Marxists hold) ; then it cannot also 
be true that war emerged after a century of peace not because 
of imperialism but because of the natural and universal tend¬ 
encies of power units which are no longer kept in check. Per¬ 
haps there is a reconciliation possible, but Polanyi does not 
attempt it. 

The theory that the first World War is a result, as well as 
the theory that fascism is a result, of the collapse of liberal 
institutions seems cogent enough. But there might have been 
more explanation of the continuation throughout the war of 
liberal attitudes, such as the respect for the property rights of 
enemies, and the survival of liberal attitudes in the interbellum 
era. Why, if liberal institutions had collapsed and war emerged 
as a consequence of institutional anarchy, did this fact fail to 
be seen when, in contrast, a repetition of the collapse in the 
thirties was comprehended, at least by the weaker powers ? 

The errors of the peace treaties seem to be generally 
acknowledged today, but as Polanyi himselfs admits, recon¬ 
struction of world economy was an essential step to rehabilita¬ 
tion, so Geneva’s efforts in this direction were in a sense ra¬ 
tionally inevitable. The present post-war period finds the 
world with a similar problem, and though the Bretton Woods 
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arrangements are perhaps a transformation product, the 
rationale does not seem to be so very different. It would have 
been interesting if Polanyi had written during the present post¬ 
war period rather than in the midst of war, to see whether he 
could have incorporated into his system an explanation not 
only of Bretton Woods, but such developments as the prosper¬ 
ity of the United States along free enterprise lines, the paralysis 
of the European economy, the original failure of Britain's 
labor government to get working class cooperation for its 
'' transformation " program, etc. 

6 . 

The flourishing American economy during this post-war 
era must present a challenge to Polanyi's entire system. In¬ 
deed, Polanyi’s whole account of the United States is neither 
adequate, satisfying, nor consistent. Why was America an 
exception? Was it indeed an exception? If an exception and 
yet a vital part of the world system, does not this fact change 
Polanyi's picture of the nature of the world system? Perhaps 
other nations, or most nations, were also in some degree ex¬ 
ceptions? How could it be that America played a crucial role 
in the collapse of the market system? Why is America the one 
successful surviving capitalist country? 

Polanyi treats America only incidentally. But if America is 
indeed an exception, it deserves more than incidental treat¬ 
ment. He thinks of America as not truly a market economy 
because of the open frontier, immigration, and cheap money. 
Thus the fictitious commodities did not exist in the United 
States, at least up to the disappearance of the froiiti^ r, estab¬ 
lishment of immigration quotas, and the establishment of the 
Federal Reserve System. Then protectionism set in and the 
conventional stresses appeared. 

If this is so, then we wonder about Polanyi's account of the 
Constitution of the United States, which he describes as the 
most market constitution of any in the world, in that it 
separated the political and the economic spheres juristically and 
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thus protected property and capitalist relations from popular, 
political control. The only conceivable answer, not elaborated 
by Polanyi, is that the attempt failed in the United States 
whereas it succeeded in Great Britain because the necessary 
ingredients to a market economy were not present in the United 
States. 

Yet America had perhaps the most vociferous philosophy of 
rugged individualism and free enterprise of any in the world. 
Moreover, the industrial revolution manifested itself in the 
factory towns of Massachusetts in a manner strongly re¬ 
sembling England, although there were also “ model'' fac¬ 
tories. The anti-market movement was as strong in some ways 
in America as in England, and utopian colonies had a better 
record of success here. The labor movement did not really 
flourish until after the Civil War when industrialism became 
dominant, but that is still long before the 1890’s or 1900’s. 
There was a radicalism which allied itself with the farming 
interest and the currency problem, but it was none-the-less 
anti-capitalistic. Marxism and European-style working class 
radicalism appeared in the United States as early as the 1850’s, 
and was a real force by the i88o’s. All this would indicate the 
existence of the double movement in the United States. 

We must also wonder at Polanyi’s including the United 
States within the general protectionist movement of the latter 
part of the nineteenth century, citing high tariffs, railway 
subsidization, and the growth of trusts. If this is a phenome¬ 
non of market society, then was the United States a market 
society, or was it not ? Incidentally, the idea that trust-building 
rather than trust-busting is a protectionist move is a novel 
and undeveloped idea. Evidently anything that cannot be 
labeled full and perfect competition is protectionistic. 

Yet we- must grant Polanyi’s point that conditions in 
America were different. From earliest colonial times the social 
conditions were different, and economically it is true that rela¬ 
tive to Europe there existed in America free land, free labor. 
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and free money; though we should think that by free labor 
would be meant that laborers were free because they were 
scarce, rather than that they were cheap because abundant. 

The free supply of wage labor to industrial needs was, until 
the closing of the frontier and the development of urbanization, 
dependent upon groups who, for various sociological reasons, 
were helpless; while the typical American workman was free 
in the sense of independent—and thus not freely available— 
because of the frontier or garden land or social mobility. The 
free man was not a '' fictitious commodity ; the female or 
immigrant or handicapped wage-laborer who did become a 
fictitious commodity, readily available to business, would ap¬ 
pear to have been in precisely the same need for protection as 
his English counterpart. It would appear to have been a quanti¬ 
tative matter—to the extent that industrialization was slow 
and backward in America, the plight of the wage-laborer was 
not sufficiently wide-spread to evoke a strong protectionism; 
as the “ typical ” American workman became a wage-laborer, 
unionism and social legislation proceeded apace. That this was 
a late development we can agree, but it does not follow that 
the organization of American industrial life was not at all 
times based on the market principle. 

The resolution of Polanyi's difficulty seems to lie in a direc¬ 
tion that raises some fundamental questions about his basic 
thesis. America would appear to be an example of a market 
system or even of a market economy that was not a market 
society. This paradox is not provided for in Polanyi’s system. 
America had ownership of capital goods by profit-seeking, 
labor-purchasing entrepreneurs. Labor, land, and money 
found their respective prices on the market—even if man was 
not deprived of his habitat, working people were not all im¬ 
mediately forced into the labor market, entrepreneurs not 
impelled by the scarcity of labor to force all workers into the 
labor market, and money, being cheap and abundant, not sub¬ 
jected to the commodity fiction. Moreover, America had the 
liberal philosophy of individualism and laissez-jaire. The four 
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liberal institutions may have been absent in whole or part, but 
the market was certainly the dominant economic institution. 
Whether it was self-regulating or not would seem to depend 
on whether we use that term in the opprobrious sense estab¬ 
lished by Polanyi to characterize the entire British system 
after 1834, or whether we use it in the liberal sense of a market 
governed by its own laws and needing no active assistance 
from the state. There was even control of production and dis¬ 
tribution through market prices, though the control may not 
have been all inclusive nor absolute. Thus perhaps a market 
system is possible which is of a different species from the 
autonomous and authoritative system Polanyi describes. Per¬ 
haps ‘‘ free-enterprise ” can be used as a label for a form of 
capitalism which need not be a completely competition-regu¬ 
lated system. The freedom meant here is the freedom to under¬ 
take a business, but not necessarily the freedom to operate 
under only automatic controls. In such an economy the society 
is not disrupted in the way Polanyi posits—or to the extent 
he posits—so that we have a market system but not a market 
society. It is possible that though the special nineteenth cen¬ 
tury conditions no longer exist in this country, America still 
represents a deviant species of market system. Perhaps the 
new era of transformation has an altogether different mean¬ 
ing for a country that never was wholly part of the pre-trans¬ 
formation era of which Polanyi writes. Moreover, it seems 
both logically and empirically proper to classify many other 
nations as exceptions to Polanyi's universal market society, 
as for example, the countries of Latin America. 

7- 

Despite the fact that the central concept of Polanyi’s work 
is the market economy, that concept as we have seen is not 
altogether clear. It seems at first sight to be so clear and simple 
as to need no great elaboration. But if we investigate further, 
we encounter some difficulties. For example, is not fascism or 
even Soviet socialism a type of market system, or, properly. 
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market economy? In both of these cases, whatever the degree 
and kind of governmental control and intervention may be, 
price remains a central element in the economy. Any price 
economy must be in some sense a market system; certainly it 
cannot be any of the other three types of economy of which 
Polanyi speaks. It is interesting that Polanyi himself, in an 
earlier work, regarded fascism as a form of capitalism.^®® 

It is true that neither Sovietism nor fascism is based on the 
self-regulating market, but an economy based on that institu¬ 
tion would seem to be only the extreme variant of many possi¬ 
ble types of market system, if we mean by a market system one 
in which prices (even if administered) induce at least certain 
workers to work on particular jobs, regulate the allocation of 
goods to some consumers, at least partly govern the allo¬ 
cation of productive resources, and at least partly determine 
which goods and services are to be produced. If we insist upon 
including the profit motive, we still find that it, too, exists 
under fascism, and even to some degree under Sovietism. Cer¬ 
tainly the hunger and fear motives exist. Even the artificial, 
bureaucratically established prices dominant in the Soviet 
economy are a market phenomenon, since industrial wages are 
a function of demand by the government and a shortage of 
workers, retail prices vary with demand and cost, and even 
non-personal economic exchanges of raw materials, capital and 
unfinished goods, and money depend not only upon pre-estab¬ 
lished plan but also upon vicissitudes of business efficiency and 
success, manifested in cost and profit variations which will in 
turn mean price changes in future plans. Government decision 
as to quantities and kinds of commodities constitute^ a basic 
difference in the Soviet economy compared to the liberal utopia, 
and subsidies, closed markets, and other restrictions upon 
freedom of the marketmake a self-regulating market es¬ 
sentially incompatible with Sovietism. But it would seem an 


155 Cf. Karl Polanyi, “ The Essence of Fascism,” in Christianity and 
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open question whether or not the Soviet system, as indeed 
also the fascist system, is not a reform of the market economy 
rather than an altogether different substitute for it. 

Polanyi himself recognizes that markets may persist in the 
transformed world after the self-regulating market is gone: 

That for an indefinite variety of products competitive mark¬ 
ets continue to function ... 

... The end of market society means in no way the absence 
of markets. These continue, in various fashions, to ensure the 
freedom of the consumer, to indicate the shifting of demand, 
to influence producers’ income, and to serve as an instrument 
of accountancy, while ceasing altogether to be an organ of 
economic self-regulation.^®^ 

The essential point, according to Polanyi, is that labor, land, 
and money are no longer commodities. Yet he admits, for ex¬ 
ample, that wages will still be significant: 

Though in the nature of things wage differentials must 
(and should) continue to play an essential part in the eco¬ 
nomic system, other motives than those directly involved in 
money incomes may outweigh by far the financial aspect of 
labor.^®® 

)(c 4c 4c 

Thus Polanyi regards America up to the turn of the century 
and the fascist and socialist economies as not market economies 
because in them the market is not self-regulating and labor, 
land, and money are not governed solely by the self-regulating 
system. Yet* this cleavage seems artificial when we see that all 
industrial countries seem to be strongly associated with money 
and markets in a way unknown to pre-capitalist society. Not 


l 5 ^The Great Transformation, pp. 251, 252. 
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159 For Polanyi's definition of a self-regulating market system see above, 
Chapter III, the quotation ending Section i, p. 55. 
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only is the liberal utopia unique to the industrial era, but the 
money-market pattern upon which liberalism built seems to 
be more fundamentally associated with modern times than is 
the liberal fetish, and though this pattern has existed since 
the commercial revolution, it seems to have become entrenched 
with the coming of industry. Thus now we would appear to 
have a money-market-machine economy, and it is hard to see 
that either America or the transformed economies of the post¬ 
liberal era are either more or less than variants, on an equal 
footing with liberalism itself, of this basic form. Polanyi him¬ 
self stresses that both markets and industry are here to stay. If 
we make a distinction between the social technology of an 
economy and the social control system of an economy, what 
Polanyi is speaking of would seem to be the latter. The social 
technology of industrial capitalism centers upon the triad of 
money, markets, and machines. It is hard to envisage a com¬ 
plex industrial society which will not continue to employ this 
aspect of the capitalist economy. The system of social control 
employed by liberal capitalism is the self-regulating market 
based on competition of individuals seeking profits or avoiding 
hunger. This system in its complete form seems indeed to have 
disappeared. But America had an individualistic, competitive, 
system of social control even when she did not have the full¬ 
blown institutions of the self-regulating market. Moreover, 
the transformed economies of socialism, fascism, and whatever 
we call the other new forms—all have new systems of social 
control imposed upon the old system of social technology. The 
difference between the old and new economies does not lie in 
the existence or non-existence of the market as a basic element 
in the economy, but upon the role of the human being vis a vis 
the machine and the market. As Polanyi so steadily insists, 
the liberal economy subjugated the human individual. (Yet 
liberal capitalism was also the age of political democracy, and 
Polanyi has not accounted for the mystery of the union of 
great freedom—democracy—^and intolerable unfreedom—^the 
automatic economy—within the same society.) The new forms, 
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as Polanyi himself says, depends upon the role of the individual 
in the economy: fascism denies the individual, which is equiv¬ 
alent to denying the humanity of human society: and social¬ 
ism (as ideally envisaged by Owen) transcends Christian 
individualism by recognizing (with Aristotle and Locke) the 
social nature of mankind. New techniques of social control take 
different tacks depending upon their attitude toward the human 
individual, but all controls are controlling the same given— 
the social technology of the modern industrial economy based 
upon money, markets, and machines. 

8. 

Regardless of these various strictures, the central contribu¬ 
tion of this chapter is the explanation of the new societies, 
especially socialism and fascism, and most particularly fascism. 
As we have already said, this chapter was foreordained by the 
development of the whole book. Protectionism was inevitable 
as a response to the utopian attempt of liberalism, and the re¬ 
sultant double movement made the society in which it operated 
untenable. It was only a matter of time, and then came in¬ 
evitable collapse. Fascism was the heir of liberal capitalism, but 
more than that, it sprang from the dynamics which plagued 
the liberal society since the days of Speenhamland. 

We have already questioned the fixing of Speenhamland as 
the precise date, but the double movement seems real enough 
and the resultant strain seems undeniable. The firmest con¬ 
tribution in Polanyi's entire undertaking would appear to be 
his doctrine that the present crisis consists of reforming society 
after the collapse of liberal capitalist institutions, and that 
fascism was one response to that crisis. 

Without dwelling upon this positive feature, about which 
little can be said beyond acknowledging its validity and force, 
there still remain a number of problems. Starting with social- 


160 See Polanyi’s earlier essay, op, cit,, for an emphatic presentation of 
this interpretation of the nature of fascism. 
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ism, about which Polanyi says least, we wonder first at 
Polanyi's blithe dismissal of the chance of the socialist move¬ 
ment for success in the interbellum period. This is, to say the 
least, a controversial point and would need more proof than 
mere statement. We wonder also at Polanyi’s implication that 
because the traditionally accepted preconditions for socialism 
were lacking in Russia, therefore Russian socialism was in¬ 
applicable to Western Europe. Perhaps the emergence of 
Stalinist “ socialism in Russia contrary to the Marxist rule 
book constitutes proof that the rule book is wrong and that 
similar revolutions were possible in Western Europe or else¬ 
where. But above all we question Polanyi’s evaluation of the 
Soviet Union. 

It is not clear where Polanyi stands in reference to the 
Stalin revolution. He calls it socialist and the first of the trans¬ 
formation economies. Whether or not this evaluation is in¬ 
tended as praise is not at all clear. Whether or not he approves 
of the Old Bolsheviks is likewise obscure, but he is certainly 
clear that socialism in practice begins with Stalin. This is as 
debatable as the statement that the Lenin revolution was not 
even intended to be socialist. The New Economic Policy was 
introduced in 1921 only after four years of endeavor to estab¬ 
lish socialism, and was resorted to only after the failure of the 
socialist attempt. Trotsky opposed N.E.P. just as he later led 
the Old Bolshevik resistance to Stalinism. Even under N.E.P. 
basic industry except agriculture remained socialized. Lenin 
confessed that a too rapid drive for communism was respon¬ 
sible for the catastrophic fall in production.The socialist 
dream first suffered set-backs, and then was extinguished by 
Stalin’s revolution, because of failure of socialism to spread, 
but it can hardly be said that socialism was not wanted and 
not tried prior to Stalin’s rise to power. 

161 Cf. Alexander Baykov, The Dez>elopmcnt of the Soznet Economic 
System, p. 48, quoting from Lenin’s Collected Works, 
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A further question concerning the socialism of Stalin's 
Russia is, Is it socialism? That certainly is a moot point; yet 
Polanyi takes for granted an affirmative answer. He takes the 
instituting of the kolkhoz as the critical event. He dismises the 
earlier appropriation of industry by the state. The cooperative 
element in the kolkhozi seems to be the crucial thing, circum¬ 
venting the market. But it might be questioned whether the 
collective farm as established in the Soviet economy is any less 
dependent on the market than other parts of the Soviet econ¬ 
omy. The members of the kolkhoz are in reality farm laborers, 
paid a wage according to an extremely complex incentive sys¬ 
tem. They do not produce for themselves alone, but to sell to 
the state, some of their crops at a fixed price and the rest at 
a premium price. Moreover, surpluses may be sold on the open 
market. The collective farmer, further, remains an individual 
capitalist, on a very small scale, with the privilege of selling 
upon the open market the produce of his own small plot. If the 
Soviet Union was not socialist before, it is hard to see how 
establishing the particular kind of collective farm which the 
kolkhoz is caused Russia to become socialist. Whether an 
economy can be called socialist simply because the state takes 
possession of basic industries, or even because cooperative 
groups take possession of an industry, depends, of course, on 
one's concept of socialism. If the emphasis is on form, then in 
Russia the form of group rather than individual ownership and 
control is dominant over remnants of individual control, and 
individual profit and exploitation are greatly diminished. But 
if we think of the Marxist, the Utopian, or the Christian con¬ 
cepts of socialism as an organization of society where the great 
mass of people live human lives of freedom and material well¬ 
being, then the most that can be said for Stalin’s Russia is that 
it may some day become socialist. 

Polanyi is eager to show that a consistent abrupt emergence 
of transformation occurred in the 1930’s, and hence settles 
upon the collective farm as the meaningful break with the mar¬ 
ket economy in the Soviet Union. But the evidence would seem 
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to show that the break, if it was one, came much earlier. It is 
really hard to see that Polanyi's thesis is injured by admitting 
the earlier appearance of socialism. He admits that fascism 
made its first appearance before it finally won out, though he 
does stress that the final victory was due to the final collapse 
of capitalism. Perhaps an even stronger argument would be 
based on Polanyi’s thesis that capitalism failed twice, revivi¬ 
fied the first time but beyond resuscitation the second; could 
not the Leninist Revolution be the first indication of trans¬ 
formation, coming with the first failure of capitalism because 
of Russians weak affiliation with liberal institutions? At any 
rate, Polanyi’s treatment of the Soviet Russia and the social¬ 
ist movement is rather sketchy and quite unsatisfactory for a 
writer who, we presume, proposes socialism as the preferable 
form of industrial society. 

♦ ♦ ♦ ♦ ♦ 

The relation between the socialist movement and the rise 
of fascism is perhaps well established in the literature on fas¬ 
cism, but it also fits in well with Polanyi’s entire analysis. The 
threat of paralysis to the automatic functioning of the market 
system represented by working class action evoked the fascist 
response before the actual rise of fascism as a serious political 
force or social philosophy. By fascism here we mean anti¬ 
liberal violence, using the term liberal in the most basic sense, 
viz., the Hellenic-Hebraic-Christian tradition of the dignity of 
the human individual. When violence, w^hich is a persistent 
factor in the history of our civilization, becomes in essence 
anti-liberal may require hind-sight to discern. But certainly 
the deliberate use of organized force in violation of human 
rights as part of the grand strategy of the leaders of state and 
society takes on a character in the twentieth century unlike 
the earlier tyrannies of history. It is in the recent era a method 
resorted to by the leaders of society to preserve the continuity 
of the entire system of established social institutions, specific¬ 
ally the institutions of economic liberalism. Thus socialism was 
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both a political movement which called forth an opposing 
political movement, and a symptom of social disintegration 
which evoked a grossly reactionary attempt at reintegration. 
It is, in a way, profoundly ironic that the instrument of rein¬ 
tegration eventually waged war against the traditions of over 
two millennia of western culture, and against the foundations 
of human society itself. 

Such, it would seem, is the argument implied by Polanyi’s 
linking of fear of socialism and the rise of fascism. But more 
than just fear of socialism, as Polanyi also indicates, there 
was a general fear among all classes that the economy would 
fail. Fear, however grounded on reason, is an emotion, and 
can be the vehicle of emotional responses that have but the 
remotest relation to the rational basis which induced the fear. 
Thus anti-rational emotionalism was both a symptom of cap¬ 
italistic collapse and the symbol of the fascistic response. Fas¬ 
cism was grounded upon the emotional fears of the populace, 
and resorted to emotionalistic irrationality as the basis of 
appeal to its own adherents and to the general mass to whom 
it preached a way of salvation. This is the doctrine lying behind 
Polanyi’s assertion that the members of a fascist state had to 
be re-educated to a denial of the brotherhood of man, and 
that irrationalistic philosophies are symptoms of the rise of 
fascism as a social force. 

Thus we have several facts about the nature of fascism: it 
springs from the death throes of its parent, market capitalism; 
it is anti-liberal in its complete denial of human freedom and 
individuality, and is thus subversive of values much older, 
more cherished, and more indispensable than those of the last 
century alone; it got its direct impetus from fear, fear of social¬ 
ism and fear of economic collapse; it built upon and resorted 
to emotionalism. Some corollaries are that it employed vio¬ 
lence, was both a political movement and a social drive, and 
that, however successful in the short-run, would, if protracted, 
lead to the complete disintegration of human civilization. All 
this can be read from Polanyi’s discussion. Yet it is to be re- 
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gretted that Polanyi does not present his views either thor¬ 
oughly or systematically. For example, he introduces without 
warning or integration his discussion of which theories are 
to be taken as symptoms of fascism. His only explanation of 
the relevance of his discussion is that the existence of such 
theories without a political movement shows that the roots of 
fascism are not political. 

I would hold that although a mass movement is in a sense 
only a symptom, it is also indispensable if fascism is to take 
power when what Polanyi terms a fascist situation presents 
itself. It is to be questioned if Primo de Rivera’s regime, which 
Polanyi cites as attaining power without a movement, was 
fascist. A one-party dictatorship is not necessarily equivalent 
to fascism. The difference between Rivera’s Spain and Franco’s 
Spain is profound. 

It is also to be wondered if Polanyi means to accuse all the 
writers he cites as morally responsible for fascism. Is roman¬ 
ticism in its extreme forms in itself tantamount to fascism? Is 
Sorel a fascist, despite his pro-labor objectives, because he 
devised the slogan of a general strike for myth purposes? Or 
even because Mussolini derived his idea of syndicates from 
Sorel’s syndicalism? Klages and Spann may have been out¬ 
right proto-fascists and therefore guilty, but does it follow that 
the whole line of romantic philosophers were guilty? Polanyi 
also mentions besides irrationalist doctrines the anti-capitalist 
theories and anti-liberal currency views. Does that make Irving 
Fisher a fascist? It would seem necessary to distinguish be¬ 
tween the characteristics special to fascism and those common 
to all variants of the transformed society. 

But the main criticism of Polanyi’s theory of fascism is that 
in the end he has not given us a complete definition of fascism. 
He defines it throughout the book as the heir of the utopian 
experiment of liberal capitalism. He also describes it as anti¬ 
democratic and anti-individualistic (what I have termed anti¬ 
liberal), and in his earlier essay calls this characteristic the 
essence of fascism. He also vaguely associates it with a set of 
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philosophies and doctrines. He shows that it may be a political 
movement, but not necessarily one, or if one, not necessarily 
a strong one to attain power. He stresses the collusion between 
fascists and holders of power, and the common front with 
counterrevolution and nationalism. He shows that fascism 
appears universally in the 1930’s and is thus not due to the 
special psychology of the German people. (Though we may 
still wonder why it succeeded in Germany but not universally.) 
But we still lack an integrated picture of what fascism is. 

I should proffer the following integrated, if somewhat 
lengthy, definition of fascism: 

Fascism is a stage of industrial national society emerging 
in the twentieth century, as a result of the collapse of the auto¬ 
matic market, in those countries which were both major powers 
and losers in the capitalist struggle for colonial power, political 
prestige, and economic supremacy; achieving power by means 
of a mass movement founded on appeal to irrational emotional¬ 
ism and violent action, abetted by political and economic 
leaders seeking to stabilize the political and economic order; 
aiming at a totalitarian, monolithic, organismic, anti-demo- 
cratic and anti-liberal, autarchical, warlike nationalistic state; 
organized hierarchically and dominated by an elite party and 
super-elite leadership, culminating in an absolute leader who 
controls the state which in turn dominates the economy, cul¬ 
tural activities, and all other activities of society, through an 
elaborate system of party-dominated organizations backed by 
greatly magnified police power, propaganda, and terror. 

The value of this definition is that it gives the dynamic 
origins of fascism (in accord with Polanyi's thesis), the agency 
whereby fascism achieved power (when it did) and by which 
it always seeks power (in partial agreement with Polanyi), 
the ideology (agreeing with Polanyi), and the actual form, 
structure, and methods of the fascist state (not particularly 
stressed by Polanyi, yet the basis of the new institutions which 
constitute the transformed society he is concerned with.) 
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In conclusion, we must repeat that the main argument is 
powerfully cogent; fascism has its origins in the collapse of 
a stage of Western Civilization which founded itself upon un¬ 
workable institutions, and fascism offered as a solution a re¬ 
formation of institutions which entailed the eradication of the 
very roots of Western Civilization itself. The account of the 
alliance of fascism with counterrevolution, nationalism, and 
various anti-capitalist and anti-democratic theories, seems on 
the whole valid and illuminating. Polanyi’s conception of the 
relation of fascism to socialism—that each is a symptom of 
social conditions—seems preferable to the view that socialism 
is morally responsible for fascism. The chief criticisms are that 
contrary to Polanyi’s view, a fascist political movement would 
seem to be a necessary social instrument for a fascist coup 
d*etat\ and that the picture of the nature of fascism aside from 
its origins is insufficiently filled in; and the criticism mentioned 
earlier, that the fascist break with the nineteenth century is 
characterized by a change in the system whereby society con¬ 
trols the social technology whereby economic ends are served, 
rather than by an abandonment of the market, one of the social 
devices controlled both in the old and new systems. 



CHAPTER VII 

POLANYI’S POSITIVE PROGRAM ^ 


I. 

PoLANYi assumes a polemical tone throughout; yet he 
never develops his views systematically on two basic problems: 
what should have been undertaken during early industrialism 
as an alternative to market society, and what should be done 
now that that civilization is in a stage of transformation. But 
there seems to be little doubt that in conjunction with his 
social outlook which holds that society has its own laws which 
provide a dynamic against which it is hopeless to contend there 
is also an important area where there is the possibility for 
effective self-assertion by man. Indeed, Polanyi’s theory of 
history is a combination of determinism and voluntarism. He 
inveighs against the materialistic determinism of Marxism 
and economic liberalism, only to substitute his own variety of 
determinism. His determinism, however, is not naturalistic'' 
nor cosmic, but is based on his evaluation of human nature. 
Man is by constitution a social animal, and naturally lives in 
society. Society is organized to satisfy human needs. Amid 
the infinite variety of human societies there runs a uniform 
pattern of society’s conformity to the needs of human nature. 
This functional character of society constitutes a limit to its 
malleability even at the hands of man himself bent on deliber¬ 
ate social reconstruction. Yet if man insists upon being per¬ 
verse, he can succeed in a measure in thwarting the natural 
functioning of society. But since he cannot live without society, 
this unnatural interference is ultimately self-defeating when 
society breaks down under the pressure of operating under a 
handicap. Such is Polanyi’s determinism. 

1 This chapter is not a reformulation of a definite section of Polanyi’s book, 
but is an attempt to construct a whole out of scattered fragments and 
intimations of fragments throughout his book and article—citations there¬ 
from constitute the basis for sections i and 2; then an attempt is made to 
seek understanding of Polanyi by turning in sections 2 and 4 to a study of 
Owen and Marx; finally, in section 5 we return to Polanyi to summarize 
and draw conclusions. 
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On the other hand, Polanyi is not essentially in the 
camp of the determinists. On the contrary, he merely seeks 
the limits within which human reason can effectively operate 
to achieve happiness. In addition to the limits set by physical 
power and biological necessities there are the limits of social 
institutions themselves. But all this still leaves a crucial area 
in which intervention is possible and desirable. Social change 
is natural, and man has the power to shape the direction of 
change and to guide its speed. But this power can be abused, 
and such is the underlying fact of nineteenth century civiliza¬ 
tion. Mankind made the wrong choices at that time. The con¬ 
sequences of that error have now worked themselves to 
another vantage point for deliberate intervention where man 
is once again free to help or hinder his social destiny. Only 
this time his very life is at stake. 

Yet again we want to know: What was the alternative to 
capitalism? and, What is the alternative to fascism? Polanyi^s 
answers, as inferred from the implications of his development, 
seem somewhat ambiguous. He has his sympathies, but never 
seems to hold to the feasibility of any one practical program 
as strongly as his theory of history would lead one to expect. 
On the whole, however, it seems clear that he belongs some¬ 
where in the camp of the socialists, though perhaps the term 
'‘socialism ” like “ capitalism must undergo a fundamental 
shift in meaning before it can fit into Polanyi’s system. 

We have already developed in Chapter IV the Polanyi doc¬ 
trine of the conflict in ideologies which marked the early days 
of industrialism. We saw there that Polanyi holds that essen¬ 
tially Owen was right and that the classical economists were 
wrong both in their Townsendite perversion of Adam Smith 
and in their grounding in Benthamite utilitarianism. Again 
in Chapter V we examined Polanyi’s admiring evaluation of 
Owenism and Chartism as two social movements that might 
have saved civilization from disaster. These discussions were 
sufficient to classify Polanyi as an exponent of the industrial 
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working class ^ and of some kind of socialist by-passingof 
the materialistic market economy based on the profit and fear 
motives. This is consistent with Polanyi’s basic theses that, 
as developed in Chapter II, intervention is a natural function 
of society, and that, as developed in Chapter V, during capital¬ 
ism interventionism was a natural reaction of self-protection 
by society. We also had an account in Chapter III of Polanyi’s 
approbation of the mercantilist opposition to the commerciali¬ 
zation of land during the enclosure movement. All this would 
seem to justify classifying Polanyi as a devout believer in 
social control of economic life by government or other instru¬ 
ment of society. Thus we are not surprised by his evaluation 
of socialism: 

Socialism is, essentially, the tendency inherent in an in¬ 
dustrial civilization to transcend the self-regulating market 
by consciously subordinating it to a democratic society. It is 
the solution natural to the industrial workers who see no 
reason why production should not be regulated directly and 
why markets should be more than a useful but subordinate 
trait in a free society. From the point of view of the com¬ 
munity as a whole, socialism is merely the continuation of 
that endeavor to make society a distinctively human relation¬ 
ship of persons which in Western Europe was always asso¬ 
ciated with Christian traditions.® 

But other statements seem to indicate that Polanyi has some 
doubts. At one place he questions the feasibility of the social¬ 
ist opposition during the nineteenth century : 

This does not imply thait the return to feudalism or the 
proclamation of socialism was amongst the possible lines of 
action ... 

2 He explicitly decries, however, ** sectionalism or class pressure, whether 
of popular Marxism or classical liberalism. 

ZThe Great Transformation, p. 234. 

A Ibid,, p. 155. 
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In his discussion of Owen he intimates that Owen was 
right in his strictures against the market solution to the prob¬ 
lem of industrialism, and right in his insight into the reality 
of society;” but that Owen misunderstood the problem of 
pauperism and so had a naive practical solution to offer in sub¬ 
stitute for capitalism: 

He [Owen] grasped the truth that because society is real, 
man must ultimately submit to it. His socialism, one might 
say, was based on a reform of human consciousness to be 
reached through the recognition of the reality of society. 
“ Should any of the causes of evil be irremovable by the new 
powers which men are about to acquire,” he wrote, they 
will know that they are necessary and unavoidable evils...” 
Owen may have nourished an exaggerated notion of those 
powers; otherwise he hardly could have suggested to the 
magistrates of the County of Lanark that society should be 
forthwith newly started from the nucleus of society ” which 
he had discovered in his village communities. Such flux of 
the imagination is the privilege of genius, but for whom 
mankind could not exist for lack of understanding of itself.*^ 
All three men [Bellers, Bentham, and Owen] were con¬ 
vinced that an appropriate organization of the labor of the 
unemployed must produce a surplus, which... . Owen, the 
socialist, wished to return to the unemployed themselves.. .. 
Their common illusions disclosed the same radical mi:,under- 
standing of the nature of pauperism in the nascent market 
economy.® 

It would seem that Polanyi holds to Owen’s social philoso¬ 
phy and general bent towards socialism, but does not accept 
Owen’s utopian blueprint. Further understanding of Polanyi’s 
position on socialism would seem to hinge on his discussion 
of the interrelation of freedom and industrialism, which we 
find in the last chapter of his book and the last two sections 
of his article “ Our Obsolete Market Mentality.” 

BIbid., p. 128. 

Blbid., p. no. 
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2 . 

First we must accept industrialism as permanently given: 

Industrial civilization will continue to exist when the 
utopian experiment of a self-regulating market will be no 
more than a horrible memoryj 
How to organize human life in a machine society is a ques¬ 
tion that confronts us anew.® 

The problem is to accept industrialism but reorganize society 
on a non-marketing basis in a way compatible with the basic 
requirement of freedom; 

Yet the shifting of industrial civilization onto a new non¬ 
marketing basis seems to many [but not to Polanyi] a task 
too desperate to contemplate.® 

We must brave the future, though this may involve us in 
an attempt to shift the place of industry in society so that the 
extraneous fact of the machine can be absorbed. The search 
for industrial democracy is not merely the search for a solu¬ 
tion to the problems of capitalism, as most people imagine. 
It is a search for an answer to industry itself. Here lies the 
concrete problem of aur civilization. Such a new dispensation 
requires an inner freedom for which we are but ill equipped. 

... The question of individual freedom, so passionately raised 
in our generation, is only one aspect of this anxious problem. 
In truth, it forms part of a much wider and deeper need—the 
need for a new response to the total challenge of the machine.^® 
The difference between fascism, socialism, or any other com¬ 
peting notion today is not primarily economic.... The ulti¬ 
mate on which they separate is again freedom. ... The issue 
on which men are dividing is whether in the light of this new 
knowledge the idea of freedom can be upheld or not; is there 


7 Ibid., p. 250. 

8 Commentary, p. 109. 

9 The Great Transformation, p. 250. 

10 Commentary, p. 109. 
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such a thing as freedom in a complex society or is it a tempta¬ 
tion designed to ruin man and his work?^^ 

Polanyi sees the solution in knowledge. We must under¬ 
stand man, society, and freedom in order to subjugate indus¬ 
trialism. The economic liberals misunderstood these three basic 
entities. They were wrong in thinking that there was in man 
a specific economic motive, and that the economy was based 
on this motive. They were wrong in attempting to organize 
society on a market basis. They were wrong in think¬ 
ing that freedom, essential freedom, lay in side-stepping the 
social phenomenon of force by excising governmental force 
from the economy. This attempt was based on the illusion that 
force is eradicable from human affairs. The true solution lies 
in recognizing the reality of society, which included both the 
economist's value and the political scientists’s power. Power is 
essential for social survival: 

Power and value are part of it [social reality] ; non-co- 
operation is impossible for any individual in regard to them. 
The function of power is to ensure that conformity which is 
needed for the survival of the group; its ultimate source is 
existing convictions—and who can help having convictions 
of some kind or other?... Any conviction or any desire will 
make him [any man] a participant in the creation of power 
and in the constituting of economic value. No freedom to do 
otherwise is conceivable. Power and value are a paradigm 
of social reality, which does not spring from human volition. 
The marketing mind maintained its illusion of freedom only 
at the price of blindness to the wider consequences of in¬ 
dividual action... . The market system, supposedly a realm 
of freedom, consists of self-willed devices the mechanics of 


WThe Great Transformation, p. 255. The implication here is that fascism 
is unfreedom and socialism is freedom. It should be noted that though this 
and all citations from The Great Transformation are from the original 
version, a later undated reprinting replaces pp. 254-256 with a longer passage 
(pp. 254-258B) which even more explicitly indicates that the present choice 
is between fascism and socialism, and that socialism is the way of freedom. 
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which are of geometrical stringency. In an integrated society 
the truth becomes apparent, and the illusion of freedom fades. 
Ultimately it is on this level that the question of freedom 
must find its answer. 

This brings us back to Robert Owen. Owen had the correct 
view of the integrity of society and the true concept of free¬ 
dom. Polanyi’s own position becomes indistinguishable from 
Owen's. Speaking for himself, Polanyi writes: 

... Any idea that defines a society as a whole expresses a 
concept of human life and, hence, is ideological by definition. 
By asserting the primacy of ideals in the present transforma¬ 
tion we merely insist on the postulate of the unity of society 
as the center of the crisis.^^ 

We have invoked what we believe to be the three con¬ 
stitutive facts of the consciousness of Western man: knowl¬ 
edge of death, knowledge of freedom, and knowledge of 
society.^^ 

But it was Owen who, according to Polanyi, first reached 
this position. Polanyi credits the Old Testament with the dis¬ 
covery of the meaning of death, and Christ with the revelation 
of the nature of freedom through understanding of the unique¬ 
ness of the person. But it was Owen who passed beyond these 
two insights to an understanding of society and freedom in 
that society: 

Robert Owen was the first in the industrial age to see that 
Christianity denied the reality of society, ... To him it was 
given to recognize that Christianity was being transcended. 
For the freedom that western man gained through the teach¬ 
ing of Jesus was inapplicable to an industrial society. Robert 
Owen's socialism was the upholding of man's claim to free¬ 
dom in such a society.... The discovery of society is, indeed, 
the anchor of freedom.... He [man] is, in our time, faced 

12 Ibid., pp. 254, 25s. Similarly Commentary, p. 116. 

13 Ibid., p. 255. 

Ulbid., pp. 255, 256. 
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with the reality of society which deprives him of that freedom 
[freedom based on the discovery of the soul]. By resigning 
himself to that reality as he resigned himself to death he 
becomes more mature and able to exist as a human being in 
industrial society. For out of this limitation also comes in¬ 
sight: in being bereft of our old freedom we learn that the 
freedom we lost was a mere illusion; the freedom we gain is 
real. This is our condition today.^® 

And Polanyi then ends his book by quoting for a second 
time the statement of Owen’s that men will cease to complain 
against inevitable evils, followed by the final sentence: 

This is the meaning of freedom in a complex society.^® 

But this presentation still leaves unanswered some of the 
questions of freedom and industrialism. One is the fact that 
specific freedoms thrived as never before under the market 
economy. Polanyi admits that transformation imperils both 
good and bad freedoms. The bad freedoms include freedom of 
exploitation and various freedoms of private interest at the 
expense of public interest. '' But the market-economy under 
which these freedoms thrived also produced freedoms that we 
prize highly. Freedom of conscience, freedom of speech, free¬ 
dom of meeting, freedom of association, freedom to choose 
one’s job—we cherish them for their own sake. Yet to a large 
extent they were by-products of the same economy that was 
also responsible for the evil freedoms.” What of the future 
of these freedoms? 

Polanyi takes notice of the liberal answer as in the case of 
Hayek, who says, according to Polanyi, that we must return 
to the market system or lose our freedoms, and of the prophets 
of doom, such as Burnham, who argue that both the market 


15 Ibid., p. 256. 

16 Idem. 

17 Commentary, p. 117. 
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and freedom are doomed. Polanyi answers that economic de¬ 
terminism will cease after the passing of the market economy: 

It is hardly logical to argue the effects of its absence on 
the strength of an economic necessity which derives from its 
presence.^® 

Polanyi insists that freedom depends on the will to freedom, 
and not on economic arrangements: 

In truth, we will have just as much freedom as we will 
desire to create and to safeguard. There is no one determinant 
in human society. Institutional guarantees of personal freedom 
are compatible with any economic system. In market society 
alone did the economic mechanism lay down the law.^® 

Polanyi opposed the defeatism of economic determinism 
with the hope of democratic socialism based on social wisdom: 

... Some believe in elites and aristocracies, in managerial¬ 
ism and the corporation. They feel that the whole of society 
should be more intimately adjusted to the economic system. 

... Others, on the contrary, believe that in a truly democratic 
society, the problem of industry would resolve itself through 
the planned intervention of the producers and consumers 
themselves. Such conscious and responsible action is, indeed, 
one of the embodiments of freedom in a complex society. But, 
as the contents of this article suggest, such an endeavor can¬ 
not be successful unless it is disciplined by a total view of 
man and society very different from that which we inherited 
from market-economy 

We still lack content to this alternative Polanyi poses. The 
more specific measures seem to be the reversing of the market 
effort to engulf man, land, and the productive process into its 
system. Markets continue, but they are once again regulated 
and hence auxiliary. The social fabric is restored: 

18 Idem. 

19 Idem. 

20 Ihid., p. 117. 
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Much of the massive suffering inseparable from a period 
of transition is already behind us.... Unwittingly we have 
been paying the price of the change.... Nor does the collapse 
of the traditional system leave us in the void. ... Within the 
nations we are witnessing a development under which the 
economic system ceases to lay down the law to society and 
the primacy over that system is secured.... The market sys¬ 
tem will no longer be self-regulating, even in principle, since 
it will not comprise labor, land, and money. 

Though in the nature of things wage differentials must 
(and should) continue to play an essential part in the eco¬ 
nomic system, other motives than those directly involved in 
money incomes may outweigh by far the financial aspect of 
labor.22 

. .. Contracts in respect to land tenure need deal with ac¬ 
cessories only, since the essentials are removed from the 
jurisdiction of the market.^^ 

That for an infinite variety of products competitive mar¬ 
kets continue to function need not interfere with the constitu¬ 
tion of society any more than the fixing of prices outside the 
market for labor, land, and money interferes with the costing- 
function of prices in respect to the various products.-^ 

The nature of property, of course, undergoes a deep change 
in consequence of such measures since there is no longer any 
need to allow incomes from the title of property to grow with¬ 
out bounds, merely in order to ensure employment, produc¬ 
tion, and the use of resources in society.^^ 

The removal of the control of money from the market is 
being accomplished in all countries today.... Since the intro¬ 
duction of functional finance '' in all important states, the 
directing of investments and the regulation of the rate of 
saving have become government tasks.^® 

21 The Great Transjormation, pp. 250, 251. 

22 Idem, 

23 Idem, 

2 ^ Ibid., pp. 251, 252. 

25 Ibid., p. 252. 

26 Idem. 
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From the viewpoint of human reality that which is re¬ 
stored by the disestablishment of the commodity fiction lies 
in all directions of the social compass. In effect, the disinte¬ 
gration of a uniform market economy is already giving rise 
to a variety of new societies.^^ 

Also, the end of market society means in no way the 
absence of markets. These continue, in various fashions, to 
ensure the freedom of the consumer, to indicate the shifting 
of demand, to influence producers* income, and to serve as an 
instrument of accountancy, while ceasing altogether to be an 
organ of economic self-regulation.^® 

The international system is also vitally transformed, pro¬ 
viding for more meaningful freedoms. In the nineteenth cen¬ 
tury there existed '' anarchistic sovereignty and ‘ justified ’ 
intervention in the affairs of other countries.'' ^ The latter 
enforced institutional conformity among all nations. Anarch¬ 
istic sovereignty was a hindrance to all effective forms of 
international co-operation. . . and enforced uniformity of 
domestic systems hovered as a permanent threat over the free¬ 
dom of national devolopment." The future will be different: 

The situation may well make two apparently incompatible 
demands on foreign policy: it will require closer co-operation 
between friendly countries than could even be contemplated 
under nineteenth century sovereignty, while at the same time 
the existence of regulated markets will make national gov¬ 
ernments more jealous of outside interference than ever 
before.^^ 

Out of the ruins of the Old World, cornerstones of the 
New can be seen to emerge: economic collaboration of gov¬ 
ernments and the liberty to organize national life at will.... 

27 Idem. 

28 Idem. 

29 Ibid., p. 253. 

30 Idem. 

31 Idem. 



POLANYl'S POSITIVE PROGRAM 295 

The end of market economy may well mean effective co¬ 
operation with domestic freedom.®^ 

This new non-market pattern is already emerging, accord¬ 
ing to Polanyi. The program is not a dream but a nascent 
reality. The reference here is apparently to the New Deal. But 
the warning still holds that understanding is essential for suc¬ 
cess. Freedom is still at stake, and so, too, society itself. Not 
merely a form of civilization, but human life itself is in danger: 

.. . The very possibility of freedom is at stake.®^ 

Yet the dangers that make the bravest quake today trans¬ 
cend economy_Scientific barbarism is dogging our foot¬ 

steps. The Germans were planning a contrivance to make the 
sun emanate death rays. We, in fact, produced a burst of 
death rays that blotted out the sun. Yet the Germans had an 
evil philosophy, and we had a humane philosophy. In this we 
should learn to see the symbol of our peril. 

So much for our attempt to glean by direct quotation an 
understanding of Polanyi’s practical program. We now under¬ 
take an evaluation based partly on our overall interpretation 
of his position, and partly on an examination of those socialist 
predecessors with whom he implies substantial agreement. 

3 - 

Polanyi is a somewhat coy socialist, preferring indirection 
to outright espousal. He is a prophet of a new world, but he 
chooses to talk mostly about the old world. At least one re¬ 
viewer has taken his position to be simple interventionism 
rather than outright socialism. But his consistent evaluation 
of socialism as the one program which circumvents capitalism 

Z 2 Ibid., pp. 253, 254. 

33 Ibid., p. 254. 

Zi Commentary, p. 117. 

35 G. H. Hildebrand, Jr., in The American Economic Review, vol. 
XXXVI, No. 3 (June, 194b), PP- 398 , 405. 
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while retaining democracy can mark him for nothing but a 
socialist. His persistent recurrence to the theme that Owen’s 
insight is the acme of truth about society makes it clear that 
he regards socialism as the scientific prescription for society. 
Indeed, The Great Transformation is an effort at transcending 
Owen and Marx, by combining Marx’s social-scientific ap¬ 
proach to socialism, Owen’s (also Marx’s) insight as to the 
essentially social nature of man, and modern social science 
techniques and discoveries. Polanyi seeks to develop the 
rationale of a new scientific socialism, based on a general 
societal rather than a specifically economic outlook. 

In a sense, then, he synthesizes Owenism, Marxism, and his 
own views as a modern social scientist. To understand and 
evaluate his position, it is necessary to examine and evaluate 
as much of Owenism and Marxism as he seems to adopt. So 
let us start with Owenism. 

An examination of the life and writings of Robert Owen 
reveals the unparalled phenomenon of a man leading and 
forcefully advocating a non-comformist way of life and yet 
suffering as a consequence, with the most minor exceptions, 
no social ostracism, serious opprobrium, or bodily harm. In¬ 
deed, he was universally respected, and counted his friends and 
associates among the great of three continents. He was an 
avowed enemy of established religion, the family, and the 
profit system; yet was repeatedly given the opportunity to 
explain his heretical views before distinguished assemblages, 
including the American House of Representatives in the pres¬ 
ence of the President of the United States. 

A respectable radical needs to be accounted for. Owen had 
a number of personal assets—he was a successful master 
manufacturer, and he was charming, well-mannered, and soft- 
spoken even in heated public debate. But the real explanation 
lies in the nature of his works and ideas; he seems generally 
not to have been regarded as a genuine threat to the estab- 


36 This section based on G. D. H. Cole, Robert Owen, and Frank 
Podmore, Robert Owen: A Biography, edition of 1924. 
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lished social order. New Lanark was an eccentricity of a 
philanthropically-disposed manufacturer. Owen's Plan'’ was 
seriously regarded by many influential people, including 
Ricardo himself, as a practicable solution to the unemployment 
problem; and the implications for social reorganization were 
dismissed as overly-zealous exaggeration. Even social re¬ 
organization seemed conceivable in the days of Speenhamland 
distress. His attack on religion was the only plank in his plat¬ 
form which caused him trouble, but anti-clericalism had been 
somewhat respectable since Deism, and the moral integrity of 
Owen's personal life saved him from serious indictment. His 
utopian experiments at co-operative communities and labor 
exchanges offered little cause to frighten conservatives. His 
methods were almost always peaceful, and the short period 
during which he led a potent social movement and resorted 
tentatively to the use of force terminated almost immediately 
through the use of counter-force by government and business. 
The later Owenism was a millennial socialism without general 
significance. 

It is hard to see in this picture the cause of the enthusiasm 
for Owen by Polanyi, or for that matter by G. D. H. Cole, the 
guild socialist upon whom Polanyi leans heavily. With the 
brief exception of perhaps five years from the time of Owen's 
return in 1829 from New Harmony in America to the dis¬ 
astrous collapse in 1834, Owenism as a movement was never 
an important social force; and it is hard to share Polanyi's 
belief (if it is one) that that brief flicker of success contained 
real potentialities for remaking capitalist society. Though in¬ 
fluenced by Owenite philosophy, and actually accepting briefly 
the leadership of Owen himself, the trade union movement of 
the early 1830's had separate origins and simply formed a 
united front with the co-operative movement during the short 
period when that movement departed from principles of peace¬ 
ful moral suasion and adopted the trade union philosophy of 
militancy and a general strike. 
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The appeal Owen holds for his followers rests in the gen¬ 
eral direction of his teachings. He was made the leader of the 
working class movement in spite of himself because he uttered 
a defense of the laborer from the onslaughts of industrialism. 
It was not the core of Owenism as Owen understood it which 
won adherents. Even the co-operative societies were some¬ 
thing quite different from the Villages of Union which Owen 
originally envisaged, and Owen only gradually accepted as his 
own what following he had. His practical relations with his 
followers were, perhaps perforce, tainted with opportunism. 
This is true of his acceptance of the co-operative trading asso- 
siations and of the trade unions. His experimental colonies 
could not be, of course, patterned upon the ideal plan of the 
new society. Perhaps the use of labor notes was the practical 
effort most nearly in accord with the written blueprint, but 
the application in a labor exchange was based more on the 
store idea of the trading co-operatives than on Owenism. 

The appeal of Owen for the modern socialist like Cole and 
Polanyi is due to his ideas. Cole finds the roots of guild 
socialism in the decentralized character of Owen’s proposed 
socialism.®^ Owen, despite his emphasis upon self-sufficient 
communistic communities, was neither democratic nor anti- 
state. He was not adverse to the state being the active agent 
in establishing the community, and his general bent was 
toward authoritarian paternalism. But from a present-day 
point of view, with the current emphasis upon highly cen¬ 
tralized state socialism, Owen’s concept might seem to present 
a meaningful alternative to the dangers of bureaucratic cen¬ 
tralism in an arrangement of local autonomy. But the problem 
becomes one of feasibility, and there is little to recommend 
Owen’s hypothesis that a community can simultaneously be 
agriculturally self-sufficient and also be the seat of manufactur¬ 
ing. The division of labor which helps to produce the new 
powers of industrialism is sacrificed in Owen’s plan. The prob- 


37 Op. cit., p. 155. 
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lem would seem still to remain how to utilize the efficiency of 
the machine without so adapting social arrangements to the 
needs of machine efficiency that human needs are subverted. 

It is not clear how far Polanyi follows Cole, but it is clear 
that his respect for Owen stems primarily from concepts rather 
than from concrete practical arrangements. He specifically 
decries Owen’s naivete. What he admires is Owen’s self-termed 
heralding of the second coming of truth. Owen’s evangel tran¬ 
scends that of Jesus. Christianity is individualistic, and there¬ 
fore, is an inadequate philosophy for industrial society. The 
discovery of the unique value of each human personality, of 
the brotherhood of man, and of the obligation to charity—all 
constitute a great insight, the '' First Great Truth,” but it 
was not the whole truth. It is left to Owen to discern the 
causes which prevented for millennia the practice of charity 
and the cause which can alone create charity and hence univer¬ 
sal goodness and happiness. “ The second coming of truth is 
to announce this all-important knowledge to the human 
race.” Owen is the prophet, and Polanyi is a disciple. 

According to Polanyi, Owen’s message entails the under¬ 
standing of the reality of society, which Christianity ignored. 
By accepting the reality of death man became self-consciors 
and able to live within the restrictions imposed by reality, 
accepting Christianity man attained the freedom of the indi¬ 
vidual spirit. Now modern society deprives him of the freedom 
gained. Only by recognizing and accepting the reality of society 
as a restrictive force can man come to mature terms with the 
reality of his existence and attain the freedom springing from 
knowledge of all the restrictions. As a concept of man’s estate 
and of the nature of freedom, Polanyi’s doctrine seems gen¬ 
erally sound. Freedom does not mean ignorant combat with 

38 Robert Owen, The Book of the New Moral World, Containing the 
Rational System of Society, Founded on Demonstrable Facts, Developing 
the Constitution and Laws of Human Nature and of Society, 1836, 1842, 1844, 
First American Edition, 1845, pp. 261, 262. 

39 Ibid., p. 262. 
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invincible forces; it means submission to the invincible forces 
and canny combat with the vincible forces. It is true that man’s 
physical and biological nature is a limitation upon his freedom, 
and likewise that society itself sets limitations. It remains an 
open question, however, what the extent of these limitations 
are, and whether the introduction of the machine inevitably 
made societal arrangements more restrictive of human freedom. 
Polanyi believes that Owen discovered the dual truth: society 
exists and is restrictive; industrialism can be conquered and 
need not be as restrictive as it has come to be under competitive 
individualism. Examination of Owen’s writings, however, re¬ 
veals a fundamental misconception of the nature of man and 
society, and his program to subjugate industrialism is but a 
faith and at most a mere possibility, his concrete program 
being vague, incomplete, and utopian. Surely Polanyi exagger¬ 
ates the scientific contribution of Owen. Despite all the logic on 
the side of the economic liberals and the lack of it on Owen’s, 
Owen is remarkable for his steadfast championing of the 
preservation of human dignity against the degradation of in¬ 
dustrial capitalism; but it is hard to see that Owen really com¬ 
prehended the complexity of the social and technological forces 
involved and had any real idea how to cope with them. 

Owenism, as preached monotonously by Owen for half a 
century or more, is a simple-minded determinism whose only 
merit in contrast with the determinism of the economic class¬ 
icists is that it sees the structure of the universe essentially on 
the side of universal human happiness. The determinism of 
the Marxian epigoni, of the classical economists, or even of 
Hobbes cannot outdo that of Owen. If Polanyi really sides 
with Owen, it is hard to see where determinism is abandoned. 
Polanyi’s claim that determinism is true only of capitalist 
society because man abdicated and established economic law as 
supreme does not square with Owen’s view of society. 

Owen’s The Book,^^ the Owenite Bible, presents systematic¬ 
ally the doctrine he had preached since about 1815. It claims 


40 Op. cit. 
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to discover two new sciences, which are fundamental to human 
happiness, the science of human nature and the science of 
society. The science of man or of human nature, according to 
Owen, makes man completely the product of two forces, 
heredity and environment. The key doctrine is that the indi¬ 
vidual man is not responsible for his “ character : 

That man is a compound being, whose character is formed 
of his constitution or organization at birth, and of the effect 
of external circumstances upon it from birth to death; such 
original organization and external influences continually act¬ 
ing and reacting each upon the other.'*^ 

Each individual is so organized, that his will is formed jor 
him by his feelings, or his convictions, or both; and thus his 
whole character — physical, mental, and moral—is jormed in- 
dependency of himself 

It is then seen that erroneous first principles—such as, that 
man forms himself, his feelings and opinions, and their neces¬ 
sary consequences in practice—will, of necessity, make men 
and women irrational, as these circumstances have done up 
to the present period."*^ 

The organization of society, and the government of it, ivill 
therefore he based on the knowledge that man does not form 
himself, his opinions, or his feelings.^^ 

This attitude is the consistent theme of Owenism since 
Owen’s early factory days. Thus as early as 1812 he said in 
a speech: 

General bodily and mental differences between inhabitants 
of various regions are wholly and solely the effects of 
education. 

41 Ibid., p. I ; again p. 3 ; italics Owen’s. 

42 Ibid., p. 2; again p. 26; italics Owen’s. 

4 SIbid., p. 164; italics added. 

44 Ibid., p. 191; italics Owen’s. 

45 Robert Owen, The Life of Robert Owen, 1857, pp. 249 ff., cited by 
G. D. H. Cole, op. cit., p. 94; similar quotation Frank Podmore, op. cit., 
p. 107, though citing Life, p. 84. 
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As Podmore points out, the view was common that the 
natural equality of man implies that education and environment 
made the visible differences in men; we even find it in Adam 
Smith.But Owen does not hold precisely that; but rather 
that individual differences are inconsequential compared to the 
potentialities of all men to be “ very superior beings.'' 
Owen's early policies at New Lanark and possibly before, and 
his theories of education as expressed in 1813 and 1814 in his 
New View of Society: or, Essays on the Principle of the For- 
motion of Character, are based on this view that man can be 
remade by change of education and social environment. 

His famous Report to the County of Lanark assumes as 
the fundamental fact that the character is formed for and not 
by the individual." This phraseology is imitated many times 
over in The Book, as: “...The character of every one is 
formed for him, and may be well or ill formed, to a very great 
extent, by society." 

This sort of determinism is humanitarian in its implications 
for criminology (so applied by Owen, when he recommends 
that Lord Sidmouth, the Home Secretary, should have been 
put in chains rather than a boy of sixteen whom Owen found 
in chains at Newgatebut the unmitigated extreme form of 
Owen's determinism is not a just conception of human free- 

46 The Wealth of Nations, Book I, Chapter IV. 

47 Cf. op. cit.f Book I, Chapters V and VI. 

48 Report to the County of Lanark of a plan for relieuing public distress, 
and removing discontent, by giving permanent, productive employment to the 
poor and working classes, under arrangements which will essentially im- 
prove their character and ameliorate their condition, diminish the expenses 
of production and consumption, and create markets co-extensive with pro¬ 
duction, 1821; abridged edition included in Alburey Castell and Mary J. 
Shaw, Adam Smith to Karl Marx. 

49/6id., p. 50. 

50 The Book of the New Moral World, p. 48. 

61 Robert Owen, Letter to the Times, July 30, 1817, published in a broad¬ 
side folio together with other public statements under the title No. I. New 
View of Society, 1817, cited by Frank Podmore, op. cit., p. 226. 
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dom nor a suitable basis for social reconstruction. Yet Polanyi 
seems to regard this very doctrine as the discovery of society 
and the social nature of man! 

Owen relates his anti-capitalism to his concept of human 
nature, so it is not surprising that Polanyi feels that Owen 
saw the whole truth. But the chain is weak. He justly cites in 
his Report to the County of Lanark the ironic discrepancy be¬ 
tween the new-found productive powers of mankind and the 
distress of the working class, and complains that the cause of 
this paradox is society’s failure to make proper arrangements 
for incorporating machines.®^ He recognizes that not merely 
the working class but society itself has been injured by the 
faulty adaptation of society to the new inventions.He seeks 
to find the proper arrangements of industrial society through 
an understanding of human nature.®^ He claims that he has 
discovered that barter is a false principle which has made 
man ignorantly, individually selfish; placed him in opposition 
to his fellows: engendered fraud and deceit; blindly urged him 
forward to create, but deprived him of the wisdom to enjoy.” 
The answer now looms clear; replace individualism with 
” combination and unity ” or the principle of union and 
mutual cooperation.” Indeed, whether man be competitive or 
cooperative depends on the circumstances in which he is placed, 
and the new ” science of influence of circumstances over human 
nature, and the knowledge of the means by which those cir¬ 
cumstances may be easily controlled.” will lead to creating 
cooperators instead of competitors, and a peaceful ‘‘ renovation 

52 Op. cit., Parts I and II. 

53 Ibid., pp. 43, 44 and p. 47. 

5 ilbid., Part II. 

55 Ibid., Part II, p. 45. 

56 Ibid., Part III, p. 47. 

57 Idem. 

5 SIbid., pp. 42, 43. 
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of the whole social compact/’ All men will be won over by 
the obvious reasonableness of the truth. In practical terms it 
means the establishment of agricultural cooperative villages,®^ 
where labor will replace gold as a measure of value. The evils 
leading to crime will be removed, so there will be no need for 
courts, prisons, or punishment.®^ The cooperators will serve 
the country well in time of war because of their training in 
athletics and teamwork, but eventually war itself will disap¬ 
pear.®^ The net result will be a wealthy, good, peaceful, ordered, 
and happy society. 

The inherent propensity of man to harmony, to be actualized 
through proper social arrangements and education, is remi¬ 
niscent of Plato’s Refmblic, But Plato provided for rule in his 
social arrangements, while Owen assumes that force can be 
dispensed with. Yet the exaggerated unity which results from 
deliberately imposing the true ” pattern upon all men is a 
deficiency in the utopias of both Plato and Owen. Owen’s sys¬ 
tem seems to share the faults and none of the grandeur or 
profundity of Plato’s elaboration of his reconstructed society. 
Three basic fallacies in Owen’s position would seem to be, first, 
his unity is one of totalitarianism, second, the assumption that 
human society can dispense with force, and, of course, third, 
the basic theory that education and social planning is sufficient 
to make all men good and happy. From the economic stand¬ 
point there is the fourth fallacy of assuming that the productive 
power of industrialized agriculture is comparable to that of 
manufacturing, and that division of labor can be practically 
eliminated while still enjoying the fruits of the new powers 
brought by the invention of machinery. 

As a real alternative to capitalism Owen’s socialism adds 
only an appreciation of the productive powers of mechanization 

59 Ibid., p. 48. 

GO Ibid., Part III. 

61 Ibid., p. 49. 

G 2 Ibid., pp. 49, 50. 
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to Platons views, and is otherwise far more naive and utopian. 
Polanyi seems to agree that the Villages were impracticable, 
and in another connection (condemning the economic liberals) 
has insisted upon the indispensable role of power in society. 
The strength of Owen lies in his critiques: of the market sys¬ 
tem, of the family, of the unequal status of women, of the cur¬ 
rent educational system, of war, etc. But his basic philosophy 
by which he proceeds from criticism to prescription over¬ 
stresses the need, powers, and desirability of cooperation, and 
minimizes the need for individual self-determination. Such, 
too, was the defect of Plato. In modern times, state socialism 
and fascism, too, have stressed unity at the expense of legiti¬ 
mate individual difference. The whole truth must never be 
forgotten, stressed by Aristotle, that man is not only a social 
animal, as Owen insists, (which means different things to 
Aristotle and to Owen), but he is also a rational animal. Social 
institutions, of which the state is one, must provide the proper 
balance of stringency and freedom if man is to be fully man. 
Polanyi certainly shares this belief, but cannot consistently also 
share Owen’s philosophy. The most that can be said for Owen 
is that he counterbalanced the exaggerated individualism of 
economic liberalism, going to the other extreme, and in 
espousing human dignity, and preservation of society, the 
salvation of the working class, and the possibility of an alter¬ 
native to capitalism, was sounder in his instincts than the men 
who carried the day. But instincts and slogans are not enough 
to change society. Owen scorned the closet thinkers and con¬ 
sidered himself eminently a man of practical wisdom and ex¬ 
perience ; yet his greatest weakness was in his lack of a theo¬ 
retical understanding of practical matters. He wrote in 1817: 

No difficulty or obstacle of magnitude will be found in the 
whole progress. The world knows and feels the existing evil: 
it will look at the new order of things proposed—approve— 
will the change—and it is done.®^ 

63 Cited by Podmore, op, cit., p. 228, citing p. 84 of some work of Owen’s, 
presumably his Report to the Committee of the Association for the Relief 
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Marx justly considered Owen a utopian for the very reason 
that revelation of evil is not alone a sufficient guarantee of 
reform, but a complete picture of the source and nature of the 
evil system is required, coupled by an analysis of the poten¬ 
tialities and possible instrumentalities of change. Both Owen 
and Marx failed adequately to describe the structure of the 
alternative society they seek, but Marx's is a failure of neglect 
and Owen’s is one of oversimplification. In the last analysis, 
an exhortation to change society cannot be successful unless 
some sense of the feasibility of the proposed new form ac¬ 
companies the plea. It is possible that quite aside from social 
forces, the classical economists had the advantage over Owenite 
socialism, because they were proposing a reality and he was 
proposing a chimera. Such has been the plague of socialism 
since long before industrialism. Owen drew an unconvincing 
blueprint; Marx drew no blueprint to speak of; and Polanyi 
tells us that we are already embarked upon the change, but 
beyond that refuses to blueprint—unless we are to take Owen- 
ism as Polanyi’s blueprint. Polanyi cannot mean this, and the 
praise he gives Owen seems too strong. Owen pleaded for the 
integrity of society, but he did not say how to preserve it; he 
did not transcend Christianity, but merely responded to exces¬ 
sive individualism with excessive unification. And is it true 
that Christianity can be transcended in the way Polanyi indi¬ 
cates? Will not the individual always be responsible for him¬ 
self and his own happiness, though through cooperation and 
mutual assistance toward happiness he will have a better chance 
of achieving it? The individual can be a victim of society, as 
we know now in these last decades better than ever before in 
human history, and his salvation must lie in joint action. But 

of the Manufacturing and Labouring Poor... published in the periodicals 
the Philanthropist, the Times, and the Morning Post in the spring of 1817, 
published in a broadside folio, No. 11 . New View of Society, 1817, and in 
book form, New View of Society. Tracts relative to this subject..., 1818. 
The page reference is perhaps to the broadside. It may be, however, that 
one of the ensuing letters and addresses is the source rather than the 
Report itself. 
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is not this, after all, largely a matter of merely establishing 
necessary preconditions ? The ultimate must be individual hap¬ 
piness, achieved by the individual, and society must leave free¬ 
dom for individual self-fulfillment. 

4 * 

Probably no socialist today can escape the influence of Karl 
Marx, and especially no one who aspires to establish a base for 
socialism in social science. The relations between Marx and 
Polanyi are obscured by Polanyi's tangential treatment of 
Marx. Polanyi seems to choose deliberately to omit Marx from 
his discussion. A reason might be found for this choice in the 
difficulties in engaging in Marxist polemics while attempting 
constructive work along independent lines. Nevertheless, we 
desire to know what the new-found scientific socialism of Pol- 
anyi’s accepts and what it rejects from the Marxist system. 

Polanyi’s references to Marx are few. He casually mentions 
him as one of the spiritual parents of nineteenth century civili¬ 
zation.^ In another place®® he characterizes Marx’s economics 
as an unsuccessful attempt to '' reintegrate society into the 
human world,” a failure due to too close adherence to Ricardian 
economics. In the most remarkable passage, Polanyi dissociates 
the ” sectionalism ” (pro-labor partisanship) of Marxist fol¬ 
lowers from the purity of the essential Marxism of Marx him¬ 
self, which Polanyi holds to have ” centered on the totality of 
society and the noneconomic nature of man.” ®® He dismisses 
the dichotomy between material and ideal motives as a fallacy 
of popular Marxism,®*^ and likewise blames popular Marxism 
for the crude class theory of social development.” Other 
references to Marx seem of minor significance. 

^The Great Transformation, p. 84. 

^Ibid., p. 126. 

GRibid, p. 151. 

67 Commentary, p. no. 

68 The Great Transformation, p. 151. 
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Polanyi evidently dismisses Marx's economics because of 
the labor theory of value (although Owen had it, too), and 
possibly because of Marx's general attempt to concentrate his 
analysis (in Das Kapital) upon market forces. But this is all 
speculation, since Polanyi does not elaborate in what way he 
thinks Marx leaned too heavily upon Ricardo and the classical 
tradition. 

The rest of the Marxian analysis is not discussed, except 
dialectical materialism, and then only by implication. Polanyi 
essentially allies himself with Marx along with Owen in basic 
philosophy, although presumably we are to discard the rest of 
Marx as antiquated. Not dialectical materialism as such, prob¬ 
ably, but Marx's view of the unity of society and the social 
nature of man is the basic concept. This view of Marx seems to 
be based on some of Marx’s early writings, and somehow is 
supposed to exonerate Marx from ioo% determinism. 

To evaluate and understand Marx's system as whole is very 
difficult for three reasons: first, Marx did not present his work 
in a systematic form, but published in a number of different 
works; secondly, Marx developed in his own thinking as time 
went on, and later works are not necessarily in complete agree¬ 
ment with earlier works; and third, Marx collaborated to a 
considerable extent with Engels, and it is sometimes difficult 
to distinguish between the two—Marxists seem to treat the 
two as one. The attitude which Polanyi takes seems to reflect 
a fairly recent evalution of Marx, shared by John Macmurray 
in an essay included in a collection edited partly by Polanyi,^ 
and by a recent French writer, Maurice Merlau-Ponty.*^^ All 
three—Polanyi, Macmurray, and Merlau-Ponty—base their 
conception of Marx upon his early work. Polanyi cites “ Na- 

60 “ The Early Development of Marx’s Thought,” Part II, Chapter I of 
Christianity and the Social Revolution^ edited by John Lewis, Karl Polanyi, 
Donald K. Kitchin. 

70 English translation, by Eva and Harold Orlansky, under the title, 

Marxism and Philosophy,” in politics, vol. IV, No. 4, July-August, 1947, 
originally appearing in the Marxist monthly La revue internationale. 
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tional okonomie und Philosophic,” which Marx wrote in 1844. 
Macmurray rests heavily upon this work and also other early 
papers published in German.Merlau-Ponty also quotes ex¬ 
tensively from the 1844 paper, and also two other early works. 
The first and obvious criticism of all three critics is that they 
save Marx from his own later determinism by reference to an 
earlier period in Marx's thought. If we regress far enough, 
we find that Marx was a Hegelian idealist, for his doctoral 
dissertation was an idealist critique of early materialists.*^^ 
Sidney Hook has shown us that Marx was basically a disciple 
of Feuerbach in the period from 1841-1844.'^^ Marx's later 
work must be taken as a fairer representative of the ensemble 
of his final position. 

Examining the evaluations of Macmurray and Merlau- 
Ponty (Polanyi merely makes a flat statement), we discover 
that they both fly in the face of the great body of Marxist 
criticism and the apparent meanings of the later writings of 
Marx himself. Macmurray takes the position that Marx ac¬ 
cepted the role of the ideal, even accepted Hegelianism, but 
simply felt that Hegel did not have the whole truth, but only 
the ideal half of the truth. As philosophy Hegelianism is per¬ 
fection; but reality is fusion of the ideal and the material, and 
Hegel ignored the material. Macmurray writes: 

His [Marx’s] conflict with Hegelian idealism does not 
imply dissatisfaction with Hegelianism as theory. Hegelianism 
remains for Marx, and always did remain, the final and 
necessary culmination of philosophical theory as such.*^^ 

This presentation by Macmurray is a clever and subtle at¬ 
tempt to imbue Marxism wuth an Aristotelian metaphysics 

71 S. Landshut and S.-P. Mayer, Der historische Materialismus. 

72 Cf. Charles J. McFadden, The Mctaphysical Foundations of Dialectical 
Materialism. 

73 From Hegel to Marx: Studies in the Intellectual Dezfclopment of Karl 
Marx, p. 272. 

74 Op. cit., p. 214. 
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lacking in the original. That is, Marxian metaphysics is 
viewed as a modernized hylomorphism, which views reality as 
neither idealistic nor mechanistic, but dynamically material¬ 
istic with universal co-equal with matter as causal'' factors. 
To a certain extent this is a just appraisal of Marx, in that 
he rejects both idealism and mechanism; but it does not follow 
that his solution is as successful as Aristotle's. It would seem 
that, in the final analysis, Marx's wedding of the ideal with 
the material is a sham. His view of reality is a hopelessly de¬ 
terministic one. 

The language of Marx would seem conclusive on this point. 
Human consciousness is not a co-cause of change, but is merely 
a reflection of the material cause of change: 

The mode of production in material life determines the gen¬ 
eral character of the social, political, and spiritual processes 
of life. It is not the consciousness of men that determines 
their existence, but, on the contrary, their social existence 
determines their consciousness.'^® 

My dialectical method is not only different from the 
Hegelian, but is its direct opposite. To Hegel, the life-process 
of the human brain, i. e., the process of thinking, which, under 
the name of ‘‘ the Idea " he even transforms into an inde¬ 
pendent subject, is the demiurges of the real world, and the 
real world is only the external, phenomenal form of “ the 
Idea." With me, on the contrary, the ideal is nothing else than 
the material world reflected by the human mind, and trans¬ 
lated into forms of thought."^® 

In perhaps the most cogent passage of all, in which he indi¬ 
cates the role of the communist leadership, he submits to social 


75 Karl Marx, A Contribution to the Critique of Political Economy, 
** Preface,” translated from the second German edition by N. I. Stone, 1904; 
originally Zur Kritik der Politische Okonomie, 1859, pp. ii, 12. 

76 Karl Marx, ** Preface ” to the second edition of Capital; a Critique of 
Political Economy, translated from the third edition by Samuel Moore and 
Edward Aveling, the Modern Library; originally Das Kapital. Kritique 
der Politischen Oekonomie, 1867, p. 25. 
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inevitability and permits consciousness and human activity 
merely the mitigation of the travail of transformation : 

And even when a society has got upon the right track for 
the discovery of the natural laws of its movement—and it is 
the ultimate aim of this work, to lay bare the economic law 
of motion of modern society—it can neither clear by bold 
leaps, nor remove by legal enactments, the obstacles offered 
by the successive phases of its normal development. But it 
can shorten and lessen the birth-pangs.'^^ 

Marx seems clearly to be a determinist to a degree which 
denies the essential free character of human nature.'^® In the last 
analysis he, too, is a devotee of natural law, a law which is 
as stringent as Townsend^s. Matter governs, and human society 
is but a different form of matter. Human reason does not play 
a constructive role. He recognizes, as does Owen, that man 
as an individual is limited by the particular societal configu¬ 
rations; but also like Owen, he exaggerates the inability of 
men collectively to alter social forms. Such may be the attrac¬ 
tion of Marxism as well as Owenism to Karl Polanyi; but 
such also is the weakness of both socialist systems. 

5 - 

Having examined briefly the two out of the host of socialist 
predecessors whom Polanyi seems to find most akin, we must 
conclude with an evaluation of the socialist prescription of 
Polanyi himself. The first and obvious criticism is that Polanyi 
is not nearly explicit enough in his espousal of socialism. Sec¬ 
ond, and as a consequence, he is not detailed enough about the 
nature of what he is proposing. Third, he does not elaborate 
at all adequately the “ might-have-been's " of the nineteenth 
century, although he strongly implies that socialism was avail¬ 
able and would have been the reasonable alternative. Fourth, 

17 Ibid., “Preface’' to the first edition, pp. 14* 15- 

78 Marx’s (and Owen’s) liberalism is clear enough in intention, but in 
execution he (and Owen) constructed an unfree system. 
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as we have seen, he is not clear about what he accepts and what 
he rejects from his predecessors, nor his reasons for acceptance 
or rejection. Fifth, he does not tell us how to get where we 
should be going. 

In a word, Polanyi’s presentation of the socialist position is 
almost entirely negative. He criticizes the economic liberals 
who defeated Owen. He criticizes the fascists who once more, 
in recent times, defeated socialism. He criticizes the philoso¬ 
phies and false scientific conceptions of those who defended the 
market system and opposed socialism. But he assumes that 
socialism is sufficiently defended if its alternative is reduced 
to the absurd. This reductio ad absurdum method is not ade¬ 
quate when there are those w^ho believe that society can be 
reconstituted on a free basis both without a revival of the 
automatic market economy and without recourse to traditional 
socialism. Professor J. M. Clark in Alternative to Serfdom 
recognizes as explictly as Polanyi the need for reorganizing 
the economic community, but he takes the position of political 
liberalism and seeks the maintenance of a modified free enter¬ 
prise system together with the expansion of the sphere of in¬ 
fluence of free and responsible groups. Inasmuch as Polanyi 
himself admits that America has been an exception, the ques¬ 
tion of a third alternative at the present juncture would seem 
to deserve further investigation. It would seem logically pos¬ 
sible to accept Polanyi’s formulation of the present problem 
and his critique of the sources of the present crisis without 
accepting socialism, his implied remedy. On the other hand, 
the remedy of socialism is the classic answer to capitalism, and 
if it is feasible on a base other than that of the Stalinist ver¬ 
sion of Marxism and socialism, then Polanyi has laid a useful 
groundwork but must go further in a positive direction before 
his case is proved (for it seems that Polanyi’s socialism is not 
the traditional socialism). After all, the twin problems of 
socialism have always been. Will it work? and How do we get 
there? Polanyi has not given the answers. 



CHAPTER VIII 


GENERAL EVALUATION AND CONCLU¬ 
SION 

I. 

For those who seek the substance of a book in a compact 
form and for those who wish, either in mid-passage or at the 
beginning or end, to find a concise summary of the contents 
of each chapter, a digest of what has gone before is presented 
in this chapter. Perhaps the main points will stand in sharper 
outline when removed from supporting analysis, but on the 
other hand the variation in stress and emphasis which was 
possible in the complete exposition is impossible here. In a 
concluding section it will be possible to formulate some evalu¬ 
ations of Polanyi’s work as a whole, and to discuss a few gen¬ 
eral matters not elsewhere treated. 

Sections 2 through 7 contain a recapitulation of the preced¬ 
ing exposition and analysis. Each chapter is reduced to a sec¬ 
tion, following the pattern already established of first present¬ 
ing Polanyi’s position and then criticizing and evaluating 
that position. For summary purposes a still further break¬ 
down was attempted in these digests; viz., the “ critique ” half 
of each chapter is now sub-divided and presented as either 
“ negative criticism ” or else “ positive criticism Some 
damage is done to the integral character of the original critique 
by this method, which is perhaps compensated for by under¬ 
scoring just what the agreements and the disagreements are 
between the present work and Polanyi’s treatise. Moreover, 
because of the greater amount of space demanded for estab¬ 
lishing a point contrary to one of Polanyi’s, it is possible that 
a false impression was established that the weight of this 
critique is against Polanyi, when quite the contrary is the case. 
The agreements with Polanyi require little or no substantiation 
since Polanyi in these instances proves his own case. The 
positive criticisms in each sub-section of the following sections 
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insist, for the most part, upon general agreement with Polanyi. 
Section 8, the concluding section, stresses that the overall 
judgement is very much in Polanyi's favor. 

2 . 

Chapter II treated Polanyi's analysis of human society in 
general, designed to demonstrate that nineteenth century 
western civilization was a sport, an anomaly, a stark utopia— 
in short, an unnatural man-made caricature of individual and 
social man. He characterizes this monster by the concept mar¬ 
ket society ”, or a society based on economic institutions and 
economic motives. The name comes from the self-regulating 
market system, or concatenation of markets, which permeates 
and dominates the society, subordinating the substance of 
society itself to the necessities of its automaticity, and de¬ 
humanizing man. Polanyi presents historical and anthropo¬ 
logical evidence to support his thesis, attempting to show 
specifically three things: (i) that, except for capitalism, mar¬ 
kets are universally ancillary to the basic social and economic 
organization of society, and have no tendency to expand; (2) 
that man is essentially changeless throughout history, and 
knows no specifically economic motives, but capitalism forced 
upon individuals a dependence upon economic ” motives— 
fear of hunger and hope of gain; and (3) all known societies, 
historical or contemporary, lack specific economic institutions, 
and can be classified into a threefold system differentiated ac¬ 
cording to their dominant institutional patterns, based on in¬ 
stitutions which are non-economic—the one exception being 
nineteenth century capitalism, which is based on the economic 
institution of the market and the economic motives of barter, 
hunger, and desire for gain. Polanyi describes the appearance 
of this deviant type of society as the result of two modern de¬ 
velopments, the commercial and industrial revolutions. The 
first permitted the market to escape from the towns where it 
was carefully regulated by the guilds, to the countryside at 
large, thus creating a national or “ internal ” market. This 
mercantilist stage of society was unique in the scope it gave to 
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the market; nevertheless, it was essentially ‘‘ protectionistic ” 
in Polanyi's special sense—society (in this case acting through 
the agency of the nascent national state) protecting its own 
well-being and preventing internal disintegration by forcing a 
subordination of individual selfish interests to the general wel¬ 
fare (in this case preventing monopoly and limiting competi¬ 
tion). The break with the past had not yet been made. But the 
appearance of the industrial revolution engendered a tendency 
toward the establishment of a market economy, which meant 
the removal of social protection from the elements of the econ¬ 
omy and the establishment of markets for each of these 
elements. This commercialization of the elements of the econ¬ 
omy meant a conflict with the social status of those elements. 
Society, according to its own essential law, continued to at¬ 
tempt to protect itself by protecting those elements, which 
meant to interfere with the functioning of the market. Thus 
nineteenth century society was torn by the operation of two 
strong and contrary forces, culminating ultimately in institu¬ 
tional collapse and the Great Transformation which began in 
the 1930’s. A society inherently governed by a disintegrating 
dynamic is not viable nor essentially satisfactory to its mem¬ 
bers : capitalism, the market society, was a stark utopia. 

My criticism of this exposition was both positive and nega¬ 
tive. I first interpolated the explanatory fact that Polanyi is 
attacking Adam Smith and his liberal disciples. In particular, 
he is attacking Smith’s psychological or anthropological pre¬ 
suppositions concerning the validity of the natural propensity 
to barter, and also the necessity of the link between bartering, 
exchange, and the market on one hand, and on the other, eco¬ 
nomic complexity as exemplified by the principle of the divi¬ 
sion of labor. Polanyi maintains that economies can be success¬ 
ful, with division of labor highly developed, where bartering 
and the market are of minor importance. Smith proceeded 
from the axioms Polanyi attacks to a doctrine of the natural¬ 
ness of laisses-faire, and Poianyi’s opposition to the axioms 
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kads him to an assertion of the monstrous unnaturalness of 
laissez-jaire. 

My first stricture was that though Polanyi's central, per¬ 
vading and basic thesis is the practical doctrine of diXiii-laissez- 
faire, of regulationism or protectionism, he neglects to write 
an exposition of that thesis, and his defense of it is almost 
wholly in the negative form of an attack on his opponents. 

Secondly, Smith's edifice does not really depend upon the 
historical validity of his assertions concerning the bartering 
habits of primitive man. The relation which Smith saw be¬ 
tween division of labor and exchange was not merely historical 
but also analytical, and indeed the dependence of the extent 
of the division of labor upon extent of the market is a more 
important doctrine in his system than the historical dependence 
of the division of labor upon the universality of barter. Ad¬ 
mitting Polanyi's claim that other economies lack barter and 
market institutions while nevertheless having complex divi¬ 
sion of labor, Smith's technical analysis of the functioning of 
an economy would seem to be unaffected; his doctrine that the 
wealth of a society depends upon the number of interchangers 
constituting the economy would remain unchallenged. 

This brings us to an evaluation of Polanyi’s analysis of the 
role of exchange in other economies. It would seem that Po- 
lanyi overstates his case. Some sort of exchange of goods, 
though not necessarily direct quid pro quo, is universal to all 
economies. Moreover, the desire for gain may not be manifested 
mainly through what we know as profit (though it is not ab¬ 
solutely absent), but superiority of material possessions seems 
to be a widespread source of social and political prestige. 
Polanyi's minimizing the historic significance of commerce 
blinks the tremendous interculturation, as well as the internal 
stimulus to the arts and civilized life, which commerce has 
provided from Egyptian-Babylonian times on down. Institu¬ 
tionally speaking, he may be right that earlier civilizations 
minimized, subordinated, and externalized the market; but 
the qualitative importance of trade may have been much 
greater than its quantitative role. Polanyi set out to prove 
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that a self-regulating market economy was unknown prior to 
the nineteenth century, and he ends by making the exaggerated 
and untenable assertion that exchange, gain, wealth, and in¬ 
dividualism were not economically significant prior to modern 
capitalism. He claims too much, even for his own needs. 

When he accounts for the historical rise of what he terms 
an anomaly in economic history, he seems to insist too strongly 
on the precipitousness of its appearance. His object seems to 
be to show that human history contained no final cause driv¬ 
ing it onward, certainly not toward capitalism; that there was 
no historical necessity or orthogenetic tendency which demand¬ 
ed that the market should expand until it domineered all soci¬ 
ety. His thesis is that man deliberately abdicated in favor of 
rule by the market. Yet we have by his own account the tre¬ 
mendous expansion of the market under mercantilism, and a 
change in kind at this period which places mercantilism in a 
category if not the same as that of the market economy, cer¬ 
tainly distinct from other economies—the appearance of the 
internal market. Evolution or continuity does not mean in¬ 
evitability : to say that a complex had a history is not equiva¬ 
lent to saying that from a given point in time there was no 
alternative to history other than the coming of the com¬ 
plex. Nor does evolution necessarily mean that the complex 
existed as a complex in its formative period; there is a com¬ 
promise possible between the continuity and the discontinuity 
schools. Polanyi set out to prove that market economy was 
man-made, and ended by denying it an etiology. Again he 
overstated his case. 

Perhaps more important than these objections concerning 
specific points is the criticism concerning the great venture 
Polanyi undertook as a preliminary to proving his thesis. That 
venture was the formulation of a generic economic science 
founded on social anthropology. My objections were that this 
venture was superfluous for the purpose in hand, and that the 
venture was abortive. It was abortive in that Polanyi does not 
erect a full scientific classification of cultures, replete with care¬ 
ful definitions, explanations, and exhaustive examples. The 
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venture was superfluous because all Polanyi was really trying 
to prove was that the Marxian conception of the materialistic 
base of all societies was an unjustified extrapolation from capi¬ 
talist society; and it was not necessary for Polanyi to rebuild 
in order to destroy. 

He t * * * * * 

Despite the length of the list of negative criticisms, the posi¬ 
tive criticisms carry the case for Polanyi. Polanyi has a thesis 
to defend, and he does so cogently even if overenthusiastically. 
He forcefully questions the ethno-centric complacency which 
sometimes accepts the present era as the culmination of a long 
history of progress. He affirms the scientific feasibility of social 
reconstruction on quite different bases from those undergird¬ 
ing market society. He shows that a market economy is a 
strange society which is so constituted that it forces its mem¬ 
bers into a materiality that is contrary to human nature and 
to the natural function of society. Only market economy 
metamorphosed society into a machine for getting wealth. 

Moreover, although Polanyi's attempt to found a generic 
economic science was more ambitious than strictly necessary for 
his immediate purpose and was inadequate in its execution, the 
concept was magnificently profound and promising, and the 
formulation at least a useful beginning. That a scientific analy¬ 
sis of the economic potentialities of man should be informed 
by a knowledge of the manner in which men have met their 
wealth needs in other societies seems obvious, but Polanyi is 
among the first to attempt to lay such a foundation. And if 
these first beginnings seem overly simplistic and schematic, 
they resemble in this respect the early stages of any new science 
and represent a substantial advance over the attitude that eco¬ 
nomics really begins with an analysis of capitalism. His basic 
theoretical propositions would seem to provide a permanent 
basis for a generic economics, or even a generic social science: 
man is a social animal; man is a unified being; society must 
function as a unified whole; economic activity is but one social 
function and must be subordinated to the entire social com¬ 
plex; society is composed of institutions none of which are 
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ever properly specifically economic; society operates to protect 
the fabric of its institutions and the human individuals which 
the pattern of institutions serves. 

Finally, the specific negative criticisms made just above 
deserve some qualification. Although Smith’s system did not 
depend upon his inadequate anthropological ideas, nevertheless 
it is useful for Polanyi to attack the attitude still prevalent 
today that struggle for profits is somehow natural and neces¬ 
sary to economic order. Although Polanyi overstated his case 
against the universality of the market, he made his point that 
a society governed by the market is unknown outside of mod¬ 
ern capitalism. Although he exaggerates the suddenness of 
the arrival of capitalism, he does make clear the distinction 
between a regulated economy such as mercantilism and an 
unregulated economy, nineteenth century capitalism. 

3 - 

Chapter III was concerned with Polanyi’s exposition of the 
origin and meaning of the market economy and market society. 
The root cause of market economy was the discovery of 
modern machinery, especially inasmuch as it appeared in the 
industrial context of the merchant-centered putting-out system 
—a commercial context. Nascent industry was already in the 
hands of commercial interests. Now that the economy is to 
become dominantly industrial, the merchant is strategically 
placed to become the controller of the key sphere in the econ¬ 
omy. The market in mercantile society did not expand into a 
market economy through the powers of its own internal dyna¬ 
mism; but rather the market economy was the response of the 
commercial elements in the mercantilist period to the external, 
artificial stimulus of the machine. Even so, the response was not 
inevitable, but was the deliberately chosen, politically engi¬ 
neered alternative forced by the pressure of merchant interests. 
The merchant interest, in view of the expensive, specialized 
character of the new machines, was to concentrate on the profit¬ 
ableness of production rather than of mere commerce, and to 
be assured of the stability of continuation of the production 



320 HAS MARKET CAPITALISM COLLAPSED? 

based on long-term investments and large volume of output. 
In short, the merchant had become an entrepreneur—an organ¬ 
izer of industrial production involving the purchase of machin¬ 
ery and of all the factors of production as well as money. He 
needed to count on the reliability of his sources of supply of 
“ the elements of industry ”, particularly labor, land, and 
money. This demand for reliability and stability meant noth¬ 
ing short of an independent market for each of these elements, 
making a commodity of each of them and an interlocking 
system of markets out of the economy as a whole. 

Polanyi insists that this transmutation of the elements of 
the economy into commodities meant a transmutation of the 
elements of society which was subversive of the essential nature 
of society as a protector of the natural needs of humanity. Mer¬ 
cantilist society was still a protective and a dominantly agri¬ 
cultural society; a revolution in social institutions was neces¬ 
sary to achieve the desires of the entrepreneurs. Polanyi traces 
historically the protectionist activity of the national state dur¬ 
ing mercantilist times both in the sphere of land and in that 
of labor, and he points out the universal agreement upon the 
principle of protection. This protectionism was in the form of 
controlling the rate of progress rather than total forestalling 
of change, since it is the rate which is destructive of stability 
and the cause of social disruption and hardship. In agriculture 
there were the anti-enclosure acts, and in the field of labor were 
the Statute of Artificers and the Poor Law, together a veritable 
Code of Labor, supplemented later by the Act of Settlement. 

The establishment of a market economy meant a revolu¬ 
tionary break with the trend of protectionism in labor and land. 
It was necessary to establish the fiction that labor, land, and 
money are commodities, things produced for sale. Land was 
slowly ^‘mobilized ” into a market organization over a period 
of centuries, beginning with the first enclosure movement and 
completed by the Benthamite reforms after 1830. As to 
money, the introduction of the gold standard about the time 
of the Napoleonic wars made it into a fictitious commodity. 
Both land and money were commercialized—were organized 
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into a system of being bought and sold on the market under 
the fiction that their existence was the result of their being 
produced for sale—before labor was so commercialized. 

But though the last to become a fictitious commodity, labor 
was by far the most important. To treat labor as a commodity 
means to treat the human beings who supply the labor as 
things produced for sale, and generally to subject men to the 
necessities of market automaticity regardless of the effects 
upon these human bearers of labor power. Thus the organiza¬ 
tion of people into a social system becomes identical with the 
organization of the labor market and the whole market system. 
Hence society becomes subordinated to economy. This arrange¬ 
ment is destructive of human values, values which society is 
established to protect. 

Labor was at first protected from the encroachments of the 
early growth of markets under the impetus of the new indus¬ 
trialism by a special development in the Poor Law, known as 
the Speenhamland Law. This law was an agreement among 
the justices of the county of Berkshire, which became generally 
accepted over most of the countryside, that the right to live 
should be recognized, to be effected by supplementing wages 
with allowances up to a minimum standard of living based 
upon an index related to the price of bread. In 1795, the same 
year as Speenhamland, the Act of Settlement of 1662 was re¬ 
pealed, thus making possible the mobility of labor, the essen¬ 
tial factor for the establishment of a free market in labor and 
the wage system. Hence two contradictory laws were passed 
in the same year, one encouraging and the other discouraging 
the establishment of labor as a commodity. The result was 
catastrophic in pauperizing and demoralizing the working 
classes. In terms of efficiency of protection, this new law was 
contrary to the progressive trend of Poor Law evolution, in 
removing the incentive to work, in failing to differentiate the 
unemployed from the unemployables, and in returning to the 
inefficient parish unit of administration. Although irrational, 
retrogressive, and anti-social, Speenhamland was the response 
of the squirearchy to the growth of rural poverty and social 
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unrest precipitated by the advent of industrialism. Invisible 
unemployment was the consequence of the sudden upsurge of 
a world-wide commerce based on manufactures and accom¬ 
panying trade fluctuations. The result upon the countryside 
was an ebb and flow of the rural population to and from the new 
industrial towns. The disturbance was multiplied by the earlier 
agricultural revolution which deprived the land worker of 
his habitat and provided him with a reason to seek employ¬ 
ment in the towns, and removed a source of supplemental in¬ 
come in times of depression. The landed gentry had to take 
some action to protect themselves from the effects of disloca¬ 
tion of the rural village and the increase in the pauper burden. 
The squirearchy merely shared in the general ignorance of the 
causes of the disturbances and what remedy to employ. Despite 
the poor market economics of the decision, it might have been 
successful because of the traditionalist psychology of the work¬ 
ing classes at variance with market psychology, provided that 
the workers had been allowed to form labor unions. But the 
Anti-Combination Laws of 1799-1800 made this step impos¬ 
sible. Hence laborers could not force up wages, and the inter¬ 
ference with the competitive labor market by Speenhamland 
made it impossible that unemployment would be reduced by 
the lowering of wages. The eventual result was the decrease 
of both wages and employment, and starvation and loss of 
social status. But the squirearchy held on to their power dur¬ 
ing this period. 

The catastrophe became so appalling and widespread that 
action had to be taken. This meant the Poor Law Reform Act 
of 1834, which abrogated the entire protectionist system in 
respect to labor and at one blow forced the establishment of the 
free labor market and wage system. The loss of status under 
Speenhamland took away the last advantage the village worker 
had over a wage laborer, and made necessary the creation of 
a new status as a member of a new class—the proletariat. The 
Act of 1834 created this new class. But the precipitousness of 
the conversion was itself the cause of great misery, forcing 
some into starvation, others into workhouses deliberately made 
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the equivalent of loss of social status, and the rest into wage 
laborers, often under unsanitary and otherwise unsatisfactory 
working and living conditions. It was an act of ruthless social 
reform. Nevertheless, as reform it was eventually successful. 
But it benefited above all not the workers but the new commer¬ 
cial middle class who had just won political power in 1832. By 
the creation of the wage laborer the entrepreneur had won his 
desired system of markets, and modern capitalism was 
launched. Fear of hunger became the motivating force of the 
vast mass of the members of the society. 

Neither this psychological motive nor this institutional ar¬ 
rangement is natural to man. Yet the market economy was 
built upon them. Society continued to attempt to perform its 
function of protection, and so was in direct opposition to the 
operation of market institutions. A society thus constituted to 
function in contradictory ways was bound to prove unworkable, 
and it eventually collapsed, inaugurating the Great Transfor¬ 
mation. The problem of the present era is the same as that 
which faced men in the late eighteenth century: how to 
organize human life in a machine society. . ? 

The first stricture concerns scholarly procedure. There ap¬ 
pears to be a paucity of footnotes and other citation of sources, 
and when references are made they are vague and without 
page citation. Thus no way is provided to check statements as 
to fact. If this departure from custom is for the sake of literary 
fluency, it is unsuccessful inasmuch as the book is difficult 
reading, though impressive in style. Indeed, it is conspicuously 
lacking in a clear principle of organization, and seems to be 
full of hiatuses as can be seen from the reconstruction by the 
present writer which calls for filling in many propositions 
merely implied by Polanyi. 

The principal difficulty is Polanyi's view of the character 
of the nexus between the post-industrial Revolution economy 
and its predecessors, particularly mercantilism. The root of 
the trouble would appear to be Polanyi’s arbitrary limitation 
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of the term market economy to the economy of the self^ 
regulating market or the economy which implies a “ market 
society Even “ market system seems to be used exclusively 
for a self-regulating market system. Thus Polanyi's earlier 
taxonomy breaks down, for according to that, any econ¬ 
omy not reciprocity, redistribution, or householding must be 
an exchange or market economy or market system. To make 
a compromise we used the term ‘‘ market system in this gen¬ 
eral sense, and retained Polanyi’s usage of limiting “ market 
economy to the self-regulating market system. Thus mercan¬ 
tilism is classified as a market system. 

We show that Polanyi himself tends to admit that the en¬ 
trance of the market system as a unique innovation begins with 
mercantilism. The contradiction lies in Polanyi’s denial that 
mercantilism was a market system. We pointed out that the 
implication is that Polanyi’s taxonomy needs expanding— 
there are varieties of market system possible, of which his 
'' market economy ” or selj-regulating marketing system is but 
one; i. e., it is possible to have a society which gives promi¬ 
nent place to the market without having a market society. Thus 
'' capitalism ” as a term is salvaged to designate an economic 
era, that covering mercantilism, nineteenth century market 
economy, and perhaps certain other aberrant forms of the mar* 
ket system. “ Market capitalism ” is used for the nineteenth 
century variety to emphasize the role of the self-regulating 
market in that era. (To be perfectly logical, we should have 
to admit that all capitalisms are market capitalisms, but the 
hybrid term is a concession to Polanyi’s “ market economy ”.) 

Other common features can be found for the two varieties— 
such as the prominence of the profit motive, the commercializa¬ 
tion of land and labor, the existence of the entrepreneurial 
type and wage worker, and the importance of the capital-own¬ 
ing position of the entrepreneur—even to the point of putting 
him in the role of integrator of productive processes. The 
significant difference (almost in the statistician’s usage of this 
expression) is in the great variation in both the quantitative 
and the qualitative magnitude or scope of the identical elements 
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in the two systems. Yet the more limited scope was a pre¬ 
requisite for the unlimited scope; commercial capitalism a pre¬ 
requisite for market capitalism. This does not undermine 
Polanyi’s characterization of the grotesqueness of market capi¬ 
talism. That there was a historical continuum does not imply 
the inevitability of market capitalism. 

The problem of the transition between the two eras centers 
around the interpretations of the Industrial Revolution and 
Speenhamland. Polanyi defines the Industrial Revolution as the 
transformation to market capitalism, viewed as a response to 
modern industrialism. This response must itself be viewed in 
terms of the background of the Commercial Revolution, which 
placed production in commercial hands. Modern industrialism 
means the innovation of ''specialized, elaborate, expensive tools 
and plants The great risk of such high fixed investment 
engendered the capitalists^ desire for a market economy, and 
the market dynamic was under way. The opposition set in im¬ 
mediately, as manifested by Speenhamland. Its defeat in 1834 
marked the victory of the market dynamic and the full 
emergence of the market economy. Our problem concerns the 
dating of the origin of the market dynamic since it antedates 
market economy, and the chronological and functional relation¬ 
ship of Speenhamland to both the new dynamic and the new 
economy. Machinery and plant of the type Polanyi has in mind 
dates a generation after Speenhamland. 

It appears that Polanyi means something else. The sudden 
upsurge in 1763 of a slowly rising trend in the rate of English 
foreign commerce marks the definite appearance of the phenom¬ 
ena characteristic of the market dynamic. But then we have a 
trade revolution—antedating the technological revolution— 
producing the market dynamic. Thus Polanyi’s explanation in 
terms of expensive plant seems inadequate. (Polanyi does pro¬ 
vide a role for the Commercial Revolution in the causal com¬ 
plex leading to a market society but surely the Commercial 
Revolution reached England before 1763!) The agricultural 
revolution of the eighteenth century is also a phenomenon of 
the market dynamic, and yet antedates the new factories. In 
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short, we still need to know the first cause, which is not ex¬ 
pensive plant. Many other links in the causal chain might be 
added. One is the failure of protectionism to stop the market 
dynamic. 

Speenhamland was introduced by Polanyi to account for this 
failure, but the explanation is not altogether satisfying. The 
meaning of Speenhamland as an unsuccessful self-protective 
act of pre-market society seems clear, as well as the conse¬ 
quences of the failure in the short run (the emergence of mar¬ 
ket society) and in the long run (the continued anti-market 
dynamic and ultimate defeat of market institutions). But we 
wonder whether Speenhamland was not just one of a series of 
protective counter-measures to the market dynamic. Though 
we question whether the mercantilistic Old Poor Law repre¬ 
sents such an antithesis to market economy as Polanyi would 
have us think, since it often appeared repressive and destruc¬ 
tive rather than protectionistic. 

Polanyi seems ambivalent about Speenhamland, both as to 
its intentions and its success. It succeeded in keeping the squires 
in power, but it failed as an act of social protection. Yet it was 
an act of social protection. Why did it fail? It was too late, 
says Polanyi. But why? What else could have been done and 
when? Polanyi's characterization of Speenhamland as an 
anachronism seems a contradiction of his persistent defense 
of protectionism. 

Secondly, it failed because it was poorly constructed for its 
purpose—causing great hardships and in the end forcing the 
inauguration of the market economy as the lesser evil. But 
why was Speenhamland wrong when protectionism historically 
seemed instinctively to take the right course? Polanyi seems to 
say that this time a fundamental misunderstanding of the 
menace misguided the protectors. We still wonder if this 
answer is adequate, and what alternative there was. Polanyi 
suggests that after all Speenhamland was not fatal in itself, 
but only in conjunction with the repeal of the Act of Settle¬ 
ment and the passing of the Anti-Combination Laws. Polanyi's 
appendix on Whitbread’s minimum wage proposal hardly 
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demonstrates that it would have solved the dilemma of the 
period. But such suggestions indicate that Speenhamland 
was only part of a complex which was self-contradictory—and 
thus the self-contradiction rather than specific measures was at 
fault. Insofar as Polanyi holds that Specnhamland's chief sin 
was the failure to create new status for the laboring man, it is 
not the poor judgement behind it that is at fault but the poor 
timing (i.e., the coming of the labor market was inevitable, and 
Speenhamland stood in the way)—which brings us back to 
Polanyi’s first criticism of Speenhamland, which is inconsistent 
with his general espousal of protectionism. Polanyi never makes 
clear why Speenhamland failed when anti-enclosure measures 
succeeded, and how it, too, (or some alternative measure) 
could have succeeded. 

The chief criticism made of Polanyi in this chapter is of the 
inadequacy of his analysis of pre-industrial capitalism and the 
relation of that period to nineteenth century capitalism. It 
might be possible to substantiate Polanyi's thesis against sug¬ 
gested alternative hypotheses if more study were given to the 
problem. 

JtC ^ 

Balancing Polanyi’s casual reference to sources is an agree¬ 
ment with the source when found. An apology for Polanyi's 
refusal to follow customary scholarly procedures might be 
based upon the necessity for coverage and communicability 
and assumption of background on the part of the reader; but 
this apology is undermined by the fact that his coverage is not 
cogent due to lack of documentation, and communicability is 
not heightened. 

In the final analysis, however, Polanyi attempts to account 
for a century of history, and whatever he left out he seems to 
have succeeded in making clear the distinctive social character 
of that century. He show^s that the industrial revolution in¬ 
volved change to a market society. He shows that in a market 
society land and labor are for sale and thus the natural and 
human elements of society become subject to the laws of the 
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market, at the cost of habitation, social status, and the social 
institutions which protect and humanize man. Such an un¬ 
natural society was doomed from the start. 

Polanyi made a contribution simply in taking as his mission 
the analysis of the very structure of the economy. He seeks 
economic law not in the laws of operation of the market (which 
he admits but does not elaborate) but in the institutions and 
the institutional dynamic of the society-economy. He is con¬ 
cerned with the historical dynamic of an era—its origins, 
course, collapse, and transformation into a new society. Such 
was the approach of Smith and Marx, and such is the approach 
which the present plight of mankind seems to need. Such an 
approach provides a basis for prediction, but recognizes alter¬ 
natives among which human choice can select and human effort 
achieve. The actual double movement mechanism may or may 
not be accurate, although Polanyi makes a strong case; but 
certainly it traces back to the commercial revolution. But per¬ 
haps it would not have been disastrous if the strain had not 
been greatly magnified by the industrial revolution. 

4. 

Chapter IV is concerned with the influence of social condi¬ 
tions upon the thinking of the early social scientists and eco¬ 
nomists, and the unfortunate denouement of the victory of the 
'‘biologicalists” over the sound insights of Robert Owen. Man¬ 
kind had two real alternatives; but under the influence of the 
confused liberals who perverted the teachings of the Physio¬ 
crats and Adam Smith into a crude “ biologicalism a deliber¬ 
ate choice was made to establis'h the utopian market system. 
The Poor Law Reform Act of 1834, as well as the theoretical 
defense of the market economy which it inaugurated, was chief¬ 
ly the responsibility of the classical economists. Owen predicted 
the failure of the market economy, and though accepting the 
machine, advocated the alternative of cooperative socialism. 

The conditioning force of the social thought of the crucial 
period of transition after Adam Smith was the paradox of the 



GENERAL EVALUATION AND CONCLUSION 329 

simultaneous increase in pauperism and national prosperity. 
From the time of Lawson, Bellers, Defoe, and Owen a good 
deal of thought was concerned with how to make the employ¬ 
ment of the paupers pay for itself. Polanyi’s point here is the 
universal ignorance of the nature of pauperism which char¬ 
acterized all this discussion, with the one exception of Daniel 
Defoe, who was relatively unheeded. He alone saw that there 
is a contradiction between the principle of a competitive labor 
market and the principle of guaranteeing a job and an income 
to the unemployed. When the force of the market principle be¬ 
came really strong as a result of the impetus of the machines 
beginning in the decade after The Wealth of Nations, both 
pauperism and prosperity grew apace. At first the new pros¬ 
perity was unrecognized and unrelated to the market in the 
thought of the time, and was later held to be possible only at 
the cost of growing pauperism. Pauperism was the great prob¬ 
lem toward the end of the eighteenth century, but was com¬ 
pletely misunderstood. 

Not understanding poverty, the classical economists invented 
a law that misery was the price of wealth. They deemed the 
paradoxical twin realities of their own period to be permanent 
characteristics of capitalistic society. The discovery of the 
existence of laws of society, which were held to be economic 
laws, seemed to make a natural necessity out of the desolation 
of the mass of the people. 1 he law of wages, the law of dimin¬ 
ishing productivity, and the law of population were as im¬ 
mutable as Newton’s three laws of motion. The classicists at¬ 
tempted to explain as a unified system what was in fact two 
hostile systems, nascent market economy and Speenhamland 
protectionism. The consequence of this confident error was to 
justify and encourage a policy of laissez-faire. Social science 
had preeminent prestige because of its practicality, and this 
prestige helped to bring on the transformation to market 
economy. 

Polanyi complains not merely of the error made by the 
classicists as to what were truly economic laws, but of their 
whole conception of what it means to talk of “ laws '' in refer- 
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enc€ to society. They supposed that they had accounted for the 
entire society when they had accounted for the economy, so 
that the only social laws necessary were their versions of the 
laws of the economy. Their very conception of what consti¬ 
tuted these economic laws presupposed that the society was 
subordinate to the economy. Yet this was true only of the 
society which their very theories brought into being. The 
philosophy of utilitarianism reenforced their attitude toward 
social and economic law. Utilitarianism posited the untenable 
dichotomization of human nature into the material and ideal 
aspects, thereby making possible the emphasis on the material 
which made the economy more fundamental than society and 
made economic motives more fundamental than other motives. 
Utilitarianism also posited progress, thereby justifying the 
misery and unfreedom of the market system by promising great 
benefits in return. Thus conflict and determinism are tolerated 
in the name, respectively, of harmonious self-regulation and 
ultimate perfection. Laissez-jaire as a law of nature becomes 
palatable as part of the divinely ordained order of the universe 
designed to maximize the happiness of a maximum number of 
people. Utilitarianism became a secular religion preaching eco¬ 
nomic liberalism as the social gospel. Thus inhuman and anti¬ 
social policy is accepted as necessity and praised as in the 
highest degree moral. 

Polanyi notes and deplores utilitarianism as the philosophy 
which justified classicism in the minds of its formulators, but 
the underlying philosophy of classicism itself was what Polanyi 
calls '‘naturalism”, perhaps better designated “ biologicalism ”. 
This “ biologicalism ” thinks of human society and economy in 
simple biological terms such as human hunger and the pro¬ 
ductivity of agriculture and the human animal. This is a per¬ 
version in classical outlook as a consequence of accepting 
Joseph Townsend rather than Adam Smith. Smith, and even 
Burke and Bentham, and their predecessors recognized the 
superiority of society over economy, of political policy over 
economic policy, though Burke and Bentham shared the gen¬ 
eral error that poverty was the price of national wealth. But 
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Townsend living in new times was the first, followed by Mal- 
thus and Ricardo, to believe in separate laws of economics 
founded on a biological basis. Although Ricardo attempted a 
degree of humanizing of his laws, the net effect of his writings 
was actually to create an economic society the laws of which 
were not human laws. Owen alone in this later period viewed 
society as an organic whole, and saw the fallacy of the market 
response to the invention of machinery. The just foundations 
for a science of economics were laid down by Smitli, who con¬ 
ceived of natural law as based upon human nature rather than 
upon biology, who did not elevate economics into an arbiter 
of morals, and who subordinated the economy to society. He 
was humanistic in accepting from Locke the natural rights 
doctrine and the labor theory of value. Smith followed the 
tradition of the Physiocrats, Hobbes, Hume, Hartley, and 
Helvetius in using the term natural law in a humanistic sense. 
Townsend made the break by applying to human economy the 
principles of ecological competition which he formulated on 
what Polanyi deems falsified evidence. Townsend regarded 
man as purely beast. Darwin and Malthus took their inspira¬ 
tion from Townsend. The law of diminishing returns and the 
law of population were essentially biological laws. Survival of 
the fittest became an economic injunction. The appeal of 
Towmsend’s “ biologicalism ” was its seeming ability to account 
for the apparent paradox that wages went down instead of up 
under Speenhamland. Malthus and Ricardo introduced saving 
clauses designed to mitigate their “ biologicalism ”, but they 
founded classical economics and the theoretical apologetics for 
the untenable market society of the nineteenth century. 

Polanyi is rightly concerned with the role of creative ideas 
in the process of social change, and explains the coming of the 
market economy as, in a sense, the product of the theories of 
the eighteenth and early nineteenth century economists. These 
thinkers and their theories, in turn, are to be understood, ac¬ 
cording to Polanyi, in terms of social conditions—specifically, 
the anomalous situation provided by imposing Speenhamland 
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protectionism upon a nascent market dynamic. The difficulty 
here is that if, as we saw in the last chapter, the dynamic and 
the counterdynamic reaction have a history antedating Speen- 
hamland, then, too, the conditioning social milieu favorable to 
the development of the market mind and the market economy 
doctrine must be older than classical economics. As a matter 
of actual fact, the long list of writings by seventeenth century 
authors—some cited by Polanyi himself—reflect the antiquity 
of the market mind, of market analysis, and of the market 
dynamic itself, which engendered such ideas. The analysis of 
Defoe and Locke, the schemes of Firmin and Mackworth, and 
the humanitarian profit-seeking utopia of John Bellers repre¬ 
sent strong parallels to Owen, Bentham, Malthus, and Ricardo. 
Presumably conditions parallel (albeit less intense) to those 
of the Speenhamland period formed the background for the 
seventeenth century anticipations of Speenhamland period 
thought. 

Polanyi complains of the crude philosophy which character¬ 
ized Townsend and the classical economists, yet is indirect in 
his criticism and offers no constructive alternative. He dis¬ 
approves of utilitarianism, economic determinism, psychologi¬ 
cal dualism, ‘‘ biologicalism and natural law mechanism. He 
attacks these philosophical doctrines not on the philosophical 
level, but on the pragmatic and scientific levels. He shows that 
these doctrines were bound to have, and did have, harmful 
consequences in the nineteenth century, and that a scientific sur¬ 
vey of other cultures reveals contrary generalizations: man is 
naturally a social animal; society is historically a functioning 
whole; the economy is embedded in society; and there are no 
distinctive economic motives. The pragmatic approach is in¬ 
adequate, since it does not show that the philosophical errors 
of the early economists led with inevitable necessity to the 
troubles of the modern age. Polanyi’s scientific account is in¬ 
adequate in its coverage of human societies, and in the evidence 
brought in support of his generalizations; moreover, the sci¬ 
entific approach of comparative anthropology can never be an 
adequate substitute for the philosophic method in the solution 
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of essentially philosophic problems. 

Our section on primitive economics, based chiefly on the 
work of Malinowski and Du Bois, questions whether Polanyi 
has not used the anthropologists to bear out his case to a 
degree which they did not themselves intend and which is not 
justified by their objective accounts. The Kula-trading peoples 
are certainly not economic men, but neither are gain and barter 
unknown to their economic life. This statement raised some 
questions concerning the meaning of gain '' and ‘‘ economic 
but the thesis was not altered that Polanyi overstated the con¬ 
tributions of the ethnologist to his case. 

The most fundamental question in evaluating the classical 
economists is not the conditioning force of social circumstances 
(which we hold to have been essentially the same for centuries 
prior to Speenhamland) nor the accuracy of their assumption 
of a universal ‘^market psychology” (which we have just 
examined), but the propriety of classical ideas themselves. The 
problem can be posed in Polanyi’s terms: what was the classical 
conception of natural law in respect to society and the econ¬ 
omy, how does it compare with Smith’s, and which view is 
correct? We contend, not that the classicists were guilty and 
Smith innocent, but that Smith laid the basis for the confusion 
of the classical school, and that Smith himself was influenced 
by the confusion of Locke who in turn tended to confound 
social science and ethics with natural science. We traced the 
history of the concept of natural law as first an ethical doctrine, 
later a scientific doctrine, and finally a cloudy amalgam of the 
two. In the latest stage, social laws are regarded as having 
both scientific validity and moral cogency; but the confusion 
long antedates the classical economists. This whole develop¬ 
ment was traced in some detail. 

The confusion was introduced into social science and eco¬ 
nomics by their founder, Locke, but still with a saving sense 
of the dignity of man, the potentiality for social change through 
human choice and act, and the subordination of the economy 
to society. Smith, not Townsend, is the key figure in introduc- 
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ing a confusion which led to viewing man as mere thing and 
society as mere economy. Influenced by the positivism of 
Hume, the scientism of Montesquieu and the Encyclopedists, 
the naturalism of the Physiocrats (of whose school he was 
really a member), and the anti-rational morality of the British 
empirical school. Smith introduced many philosophical errors 
into economics. He is contradictory, which saves him from 
being consistently condemned, but the classical school can find 
roots for their errors somewhere in Smith. Whether he really 
advocated in full consciousness a self-regulating market system 
seems doubtful, but he certainly supports enough of the pillars 
of such a system to tend to give support to his followers' whole¬ 
hearted defense: he cries laissez-jaire, though also calling for 
moderation; and he stresses automatic value equilibrium rather 
than the concrete reality of actual market prices. He tends to 
be utilitarian in his value-theory analysis—to regard different 
types of human values as measureable against one another on 
one commercial scale, and to use a labor theory of value which 
is essentially a disutility theory. Smith was many-sided, and 
in the balance stands with Locke as humanistic in orientation; 
but Locke starts the confusion, which is made more explicit 
by Smith, and which finally evolves into a completely false 
foundation for the system of the classicists. 

A brief attempt was made to formulate some fundamental 
concepts in the philosophy of social science to clarify the 
criticisms made of Locke, Smith, the classical school of eco¬ 
nomics, and the whole trend of modern social science. We pro¬ 
posed the term nomics as more general than science, philoso¬ 
phy, or social science, but inclusive of all three—the general 
body of organized formulation of natural laws. We maintained 
that the three basic divisions of nomics were different in 
methodology and practicality, and that the failure to recognize 
these distinctions was responsible for a false conception of the 
nature of social science. Under this interpretation, social science 
becomes a moral responsibility for the social scientist, and the 
social problems of mankind become his problems. 
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In this chapter perhaps more than any other an attempt was 
made to criticize Polanyi by supplementation—to lay a firmer 
foundation ^han he does himself for his philosophical strictures 
concerning the founders of social science, since in the final 
evaluation nothing is more important to a body of thought 
than the preconceptions upon which it is based. The criticism 
of Polanyi implied by this effort at supplementation, of course, 
is that he neglected to do it himself. 


The long attempt to substantiate, on the whole, Polanyi's 
indictment of the philosophical foundations of modern social 
science indicates, of course, an agreement with his conclusions. 
Perhaps no single endeavor in the field of social science today 
could be more important than to try to establish what social 
science is and should be, and what contribution it can make in 
the solution of the enormous dilemmas of the present-day 
world. Polanyi is consistently oriented around this central prob¬ 
lem, and carries the investigation to the fundamentals when 
he attempts to asses the underlying philosophy of social science. 
His judgements are generally sound on philosophical matters 
even though he fails to elaborate the case which leads him to 
his judgements. 

We disagree that the trouble began abruptly with Townsend 
under the influence of Speenhamland conditions, but that his¬ 
torical point is not as important as agreement on the nature 
of the trouble. We agree that Smith, however harmful in the 
effects of his doctrines, retained himself a humanistic orienta¬ 
tion. 

In questioning Polanyi’s interpretation of anthropology and 
economic history we do not differ on the fundamental point 
that the nineteenth century unprecedentedly organized society 
around the market institution and market psychology, but 
merely differ on just how important the market and market 
psychology actually were before that time. 
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Chapter V is concerned with Polanyi's institutional explan¬ 
ation of social history, and specifically with his theory of the 
double movement at work in the nineteenth century. The basic 
law of nineteenth century society was a dynamic law because 
of the dynamic, dialectical character of the institutional 
mechanism of that unique civilization. The movement by which 
society tended to be organized by the automatic operation of a 
system of markets conflicted with the counteracting movement 
by which society attempted to exercise her traditional function 
of protecting her own unity and well-being. This opposition 
ultimately became intolerable, causing the institutions to cease 
to function, and the society to be transformed. 

The double movement began with Speenhamland, although 
the full release of the market movement dates from 1834. The 
market system demanded the creation of fictitious commodities; 
whereas the self-protection of society refused of necessity to 
allow man, nature and the economic processes themselves to be 
destructively employed, as the market system required. Dif¬ 
ferent social classes became the instrumentalities of these two 
movements; and thus the immediate conflict was class conflict, 
and ultimate collapse was eflPected by class warfare. Christian 
brotherhood and the natural unity of society were rent asunder 
by the dynamics of industrial capitalism. 

Polanyi insists that his class struggle concept is very diflfer- 
ent from Marx’s, inasmuch as Marx’s assumed that economic 
interests constituted the basis for conflict whereas Polanyi 
posits that social interests motivate the different classes and 
that the whole conflict is a consequence of institutional factors 
and can never be a primary cause of social change. Classes be¬ 
come the vehicles of society’s own forces. Protectionism was 
a response to the market movement rendered necessary by the 
very nature of what society is, and particular social classes 
were but the bearers of the protectionist countermovement. 
These classes were the agents of the interests of society itself— 
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of all society, of society as a unitary thing. Protectionist action 
was not premeditated nor planned nor theoretically defended, 
but was rather the spontaneous reaction to market expansion. 

Polanyi elaborates his theory of the essentially social nature 
of the market movement and the protectionist countermove¬ 
ment by explaining the Industrial Revolution in terms of cul¬ 
tural contacts upon mercantilist culture, and showing those 
contacts to have the same destructive results as, say, the ex¬ 
ternal cultural contact of the market system upon primitive 
cultures. Just as certain classes are the bearers of the new cul¬ 
tural traits within a culture, so a specific people is the bearer 
of new cultural traits from outside into the culture of another 
people. The destructive force is the disintegration of the cul¬ 
tural environment, not the undermining of material welfare, 
which may in fact be enhanced. Nineteenth century civilization 
was in a better position than primitive cultures to stave off 
disintegration or restore the cultural environment, and as such 
a spontaneous reaction is the protectionist movement to be 
understood. 

The motivating force for market expansion was the policy 
and movement of economic liberalism, whose creed was laissez- 
faire. The modern interpretation of the laissez-faire slogan was 
invented by the liberals, with whom it meant a free labor mar¬ 
ket, free money market (tl^e gold standard), and free trade. 
Deriving this meaning only in the 1820’s, it did not become 
a crusade motto until the 1830’s. The 1832 political victory 
exalted it into a feverish program for immediate conquest. The 
Poor Law Reform Act of 1834 introduced the market economy 
with a precipitousness that was quite hostile to the mood even 
of Townsend. The liberals were now out to apply laissez-faire 
to the whole world, to establish a world-wide automatic sys¬ 
tem. But they had to employ government and legislation to 
effect this transformation, and to maintain it when established. 
The liberals were not anti-government, but relied on govern¬ 
ment to achieve the goal of automaticity, and advocated laissez- 
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faire only to the extent of safeguarding automaticity. Interfer¬ 
ence was demanded to aid automaticity. 

The society which the liberals established was based upon 
four liberal institutions: (i) the balance-of-power system, (2) 
the gold standard, (3) the liberal state, and (4) the self-regu- 
lating market. The last, of course, was basic, and the others 
derivative. These institutions kept the peace so as to make 
secure the functioning of the automatic market—operating 
first through the Holy Alliance and its instrumentality of an 
international of kinship and Church leadership, and later 
through the Concert of Europe and its instrumentality of inter¬ 
national finance and allied national banking systems. The 
Hundred Years’ Peace was a product of the Industrial Revo¬ 
lution. Market economy had become a world-wide social and 
economic system. 

But its rule was not unchallenged. Protectionism spontan¬ 
eously combatted the reign of liberalism, especially in the 
sphere of the three fictitious commodities—labor, land, and 
money. The factory laws and social legislation protected labor. 
Moreover, the workers acted in their own behalf, especially in 
the Owenite and Chartist Movements in Great Britain. The 
failure of these movements was a loss to society. On the Con¬ 
tinent the laborer had gained in status by proletarianization, 
so that there the working classes allied themselves with the 
middle classes in political struggle against the ruling aristoc¬ 
racy, and won victories in the form of political and social con¬ 
cessions. In both cases, however, social protection was the 
response to self-regulation in the field of labor, and self-pro¬ 
tection disrupted the automaticity of the labor market. The 
human character of labor was safeguarded, at the expense of 
unemployment. 

Land was protected by land laws and agrarian tariffs. The 
feudal aristocracy, the Church, the army and the peasantry 
were the social classes called into service to save land, man’s 
habitat, from destruction by the market. Common law and 
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legislation reenforced each other. In this instance the labor 
classes were opposed to protectionism, for their food was 
cheaper under free trade. The middle classes used their op¬ 
position—Army, Church, and peasantry—to subdue labor and 
maintain the peace and continuity of production so essential to 
market economy; and agrarianism was advanced by the capi¬ 
talist’s dependence upon it. And in times of crisis the capitalists 
could count on all but the working classes. 

Money as a fictitious commodity was defended by the gold 
standard system, but protectionism manifested itself in what 
Polanyi calls “token ’’ money. Under the gold standard money 
supply and price levels depend on the quantity of gold. But 
token money is fiat money and independent of the quantity of 
any material thing. The two kinds of money are utterly in¬ 
compatible by their very natures, yet the nineteenth century 
employed both kinds. Token money was controlled by the 
central bank of each country, and thus governmental or quasi- 
governmental controls intervened to protect the economy and 
society from the rigors of the automatic functioning of the 
gold standard. While the central bank authorities interfered 
with automaticity they rationalized their actions as endeavor¬ 
ing to stay on gold. But this became impossible when the 
internal price level fluctuated strongly. The price level became 
a political question, and political intervention was necessary. 
The interventionist class in the sphere of money is none other 
than the capitalist bankers themselves. 

Thus protection manifested itself in the three crucial areas 
invaded by the market; various social classes acted as agents 
of protection; and the efficiency of the automatic system was 
shattered. The eventual result was disintegration of the auto¬ 
matic system. 

♦ *♦*♦*♦ 

Once more the criticism is made that Polanyi is not suffi¬ 
ciently explicit or complete in his elaboration of the philo¬ 
sophical position he maintains, and that he resorts more to 
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anthropological illustration than philosophical demonstration. 
He accepts as primary the unity of society and the social nature 
of man, but he is inadequate in his effort to establish and to 
give content to these propositions. His conception of social law, 
never made explicit, seems to be fundamental. He further seems 
to base it upon a generalization from anthropological data. 
Another omission is his neglect to explain just what he means 
by economic law, what scope it does have, and what relevance 
it would have in a non-market economy. But more serious, he 
does not even really expound the nature of social law, although 
his whole analysis is based on the concept. 

Another criticism is that Polanyi has been anticipated in 
many of his doctrines, especially by Charles Horton Cooley. 
Cooley as early as 1919 pointed out that a society cannot be 
founded exclusively on the market, and that whenever econo¬ 
mists were ‘‘ neutral'' toward the market they were really pro¬ 
market. Cooley also insists on the unity of society—society is 
“ organic But Cooley’s conception of the organic wholeness 
of society is different from Polanyi’s, for Cooley insisted on an 
evolutionary interpretation which minimized the causal signifi¬ 
cance of the industrial revolution. While deprecating the 
Spencerian organismic concept of society, Cooley none-the-less 
defended competition and the struggle for survival as the law 
of life. Cooley also accepted the pecuniary motive as basic to 
economic order, and made the dichotomy between the higher 
and lower motives. Thus Cooley was in direct disagreement 
with a number of Polanyi’s doctrines. Yet, they concur on 
many basic points, such as the cultural disintegration which 
results from the impact of white culture upon primitive insti¬ 
tutions. They agree also on the evils of commercialism. They 
agree on the fundamental principle that the market is an insti¬ 
tution and that it is inadequate for organizing society, and 
they both recognize the interaction of the market with other 
social forces. 

Returning to Polanyi’s own presentation, we might raise 
some questions about the thoroughness of his account of the 
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nineteenth century dynamic. Although Polanyi professes an 
institutional approach, and insists that protectionism acted in 
opposition to the functioning of market institutions, he never¬ 
theless fails adequately to specify the protectionist institutions. 
Polanyi gives an important role to the interaction of social 
classes, but he never explains this as an institutional phe¬ 
nomenon. 

Polanyi's account of social change in the nineteenth century 
in terms of the structure of cultural institutions seems to de¬ 
pend on the class institution and its operation. This raises the 
question whether a classless, homogeneous society would be 
capable of social change. This question is perhaps academic, 
but it has some interest in view of Marx’s concept of the stable 
and peaceful classless stage at the terminus of age-long class 
warfare. A hidden implication is that Polanyi may not be as 
far from Marx as he perhaps deems himself. 

It might also be charged against Polanyi that he personalizes 
and reifies society by tending to regard it as a thing acting of 
its own violition independent of the human beings of which it is 
constituted. He tends to neglect an account of the instrumental¬ 
ities and procedures of social action, giving the impression that 
a super-Person, Society, acts of its own accord. We are told 
that “ Society ” acted to protect itself from the market dynamic, 
when actually only individuals, or groups or classes of indi¬ 
viduals, can act. 

A further difficulty lies in some contradiction in Polanyi’s 
explanation of the century of peace. During the Holy Alliance 
period the peace, by Polanyi’s own account, would appear to 
have been defended by anti-capitalist interests rather than by 
liberalism and its institutional mechanism. Furthermore, this 
explanation is itself in apparent conflict with some reference 
by Polanyi to the effective peace interest during this period of 
business-minded France and Great Britain. The second period, 
1846 to 1871, is not accounted for in Polanyi’s presentation. 
In the third period, the whole problem of the role of Jews in 
Western culture is brought up but not analyzed, leaving open 
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the possibility that capitalism alone and without the Jews would 
not have had the peace machinery Polanyi elaborates. Polanyi 
also seems to be contradictory in positing laws of power units 
which override the demands of the market system and evade 
the response of protectionism. 

The claim that there was a liberal conspiracy but no protec¬ 
tionist conspiracy would seem to depend on the meaning of the 
word conspiracy. Organized movements certainly were pro¬ 
tectionist in orientation, though to be sure there was no con¬ 
certed agreement among all who were instrumental in inducing 
protectionist legislation. There would seem to have been a 
deliberate counter-movement even though all counter-activity 
was not deliberate. 

Polanyi is unfortunately sketchy in showing the relation be¬ 
tween the disruption of the business community and the con¬ 
flict of the gold standard with national token currencies. He 
does not seem to have been interested in the problem of business 
cycles, depressions, unemployment, etc., but simply in the over¬ 
all collapse of monetary institutions. It should also be noted 
that Polanyi’s account of central bank protectionism seems to 
account for deflation, whereas actual policy in this country 
was dominantly aimed against inflation. 

♦ * * ♦ * ♦ ♦ 

Despite criticism of Polanyi’s undue implicitness, our at¬ 
tempt at reconstruction indicates agreement with his concept 
of the unity of society. We also agree in the implied doctrine 
that there is a unity of the social sciences, and a certain degree 
or arbitrariness in attempting to solve any social problem ex¬ 
clusively by a single self-designated social discipline. Polanyi 
makes his point by demonstration rather than argument. His 
attempt to merge economics and general social science is an 
original and significant contribution. His basing economic 
generalizations upon anthropological evidence is not altogether 
original, but nevertheless relatively new and in his hands per¬ 
haps unprecedently promising. 
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The complaint that Cooley substantially anticipated him will 
not stand up when we see how far Polanyi has gone beyond 
Cooley. Cooley condemns commercialism and upholds the 
organic concept of society, but he tends to accept the inevitabil¬ 
ity of the market and does not really have the concept of 
society as a fabric of institutions. Cooley regards modern 
society as far more integrated than primitive societies, and 
Polanyi demonstrates the reverse. Cooley thinks of the degree 
of complexity and interaction, and Polanyi thinks of inherent 
cohesiveness. Cooley also upholds the “ money nexus ; at the 
same time he deprecates pecuniary value. Of course, Cooley 
did not conceive of the institutional dynamic of which Polanyi 
speaks. 

Polanyi is eminently successful in showing how to apply the 
cultural approach. He shows how key institutions and their 
interaction can be interpreted so as to give an account of an 
historical era. He evolves one integrated theory by means of 
which he unifies a great mass of social data, a whole century 
of historical facts. 

There is no doubt that his account is neither completely ac¬ 
curate nor adequate, but a plausible presentation of so embrac¬ 
ing an hypothesis is itself significant. Even if Polanyi’s sub¬ 
sidiary theories as to the peace, as to haute finance, as to 
imperialist war, as to the protectionist conspiracy, as to mone¬ 
tary collapse all prove insufficiently founded on his basic theory 
of the double movement; nevertheless, two things remain true: 
the theory of the double movement is an important generaliza¬ 
tion even if it is not the prime mover of all nineteenth century 
phenomena; the contribution of the double movement theory 
to an explanation of the peace, etc., will remain significant even 
if other causes must also be granted. 

6 . 

Chapter VI was concerned with the history of the dynamic 
of interaction which characterized the nineteenth century and 
finally produced a collapse of the institutional structure and 



344 has market capitalism collapsed? 

the emergence of new institutional forms. This history con¬ 
sisted of phases: strain, collapse, rejuvenation, strain, collapse, 
transformation. The strain phase was the half-century begin¬ 
ning about 1879, during which protectionism inhibited the 
full automaticity of the market mechanism. During this period 
two anti-market institutions—the protectionist, imperialist 
nation-state and national token currencies—became powerful 
opponents of the market institutional pattern. Protectionism 
became more integrated in opposition to liberalism. The 
separation between the political and the economic realms broke 
down. Political intervention and even overt force was resorted 
to when economic problems became too aggravated. Economic 
equilibrium became increasingly dependent upon political in¬ 
strumentalities. 

This expansion of protectionism resulted in strains in four 
institutional spheres: domestic economy, domestic politics, in¬ 
ternational economy, and international politics. In each respec¬ 
tively Polanyi chooses as typical symptoms unemployment, 
class tension, pressure on exchanges, and imperialist rivalries. 
The four basic institutions correspond to the four spheres and 
accordingly the strains undermined respectively the institutions 
of the self-regulating market, the liberal state, the gold stand¬ 
ard, and the balance-of-power system. Polanyi shows how 
strain originating in one sphere was transmitted to other 
spheres. Imperialism was a late capitalist phenomenon which 
arose to externalize the consequence of strain. The growth of 
imperialism heightened the power interest of nation-states in 
conflict with the peace interest of the financiers, and under¬ 
mined the balance-of-power system itself. Imperialism was a 
protectionist move to avert disruption and to prepare for autar¬ 
chy. Imperialism undermined the international order; domes¬ 
tically, protectionism undermined the separation of politics and 
economics. These were the two great sources of institutional 
disruption. 

This phase of history eventually produced the second phase, 
collapse. The four basic institutions failed to function. The 
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Concert of Europe ceased to operate when, in 1904, Britain 
formed the Entente Cordiale with France, and completed the 
Triple Entente by signing the Anglo-Russian Agreement of 
1907. The Triple Alliance now faced the Triple Entente* 
Europe was no longer concerted but rather was split into two 
hostile power groupings. This meant the collapse of the balance- 
of-power institution, which depended on at least three power 
units. Haute finance was able to keep the peace for only an¬ 
other seven years. The first World War came because of the 
collapse of the peace organization, which in turn was due to 
the collapse of the international economic system. 

The third phase was the effort at reconstruction centering 
around the League of Nations, almost immediately followed 
by the fourth phase, a repetition of the first—institutional 
strain. Men misconstrued the war as a cause when actually it 
was an effect of social disruption. The war aggravated but did 
not cause the crisis which eventuated in the transformation 
of the 30’s. The error of Geneva was to attempt to reconstitute 
the system without attending to the strains. The effort was 
made to reconstruct the international economic system by re¬ 
establishing the gold standard, using the Morgans in place of 
the Rothschilds. The international political order was to be 
reconstructed by reestablishing the balance-of-power system, 
using the League of Nations in place of the Concert of Europe. 
But the League of Nations was inherently incapable of being 
a balance-of-power system, since the defeated nations were not 
genuine power units; so Europe had no system in actuality. 
Peace without a system can last only as long as th^ powers are 
exhausted. The unanimity rule spoiled what chances there were 
of eventually assuring the peace. International sovereignty, the 
only conceivable alternative, was not a practical potentiality at 
that time. The upheavals of the 20’s were basically conservative 
in intent, seeking to reestablish the pre-1914 system. 

The restoration of the international economy was a more 
basic necessity, and consequently haute finance was relied upon 
more heavily than before the war. There was unanimity about 
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the need to restore the gold standard, and to abide by its dic¬ 
tates. But the old strains reappeared in the conflict between 
the gold standard and interventionism. The social cost of main¬ 
taining the gold standard despite the strain was huge. 

Domestically the strain reappeared in the conflict of social 
classes over the issue of popular government. Popular govern¬ 
ment was pro-labor and interventionist; whereas the reestab¬ 
lishment of liberal institutions demanded the separation of 
politics and economics, particularly in reference to the labor 
market. The 1920’s thus recapitulate the problems of early 
capitalism when the institutions were first established. Polanyi 
shows how Lockean liberalism, which had defended both com¬ 
mercial capital and popular government, was perverted in the 
1830’s to defend capital at the expense of popular government. 
Labor got the vote only after it was domesticated to live in 
the house of economic liberalism. But throughout the nine¬ 
teenth century economic liberalism was hostile to democracy. 
In the 1920’s the issue is revived, this time closely allied with 
the currency problem—a relationship seen already by Bentham. 
Monetary inflation or deflation is as interventionist as pro¬ 
labor legislation. Moreover, a rising wage level could have the 
same effect upon exchanges as direct inflation. 

Collapse and abrupt transformation came in the 30’s. The 
liberals sacrificed free markets and free governments to main¬ 
tain the gold standard, but to no avail. The whole society col¬ 
lapsed when the gold standard collapsed. Even labor govern¬ 
ments sacrificed labor interests to stabilize the currency and 
maintain the gold standard. Labor unions became essential to 
maintain minimum standards; yet inevitably they interfered 
with the market mechanism. On the Continent workers’ parties 
were suspected of having socialist aims, thus magnifying the 
conflict between the classes and producing a paralysis of indus¬ 
try and government. 

The national tensions forced governments off gold, one after 
another till finally the United States, in a futile effort to sup- 
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port Britain, itself went down. Britain went off gold in 1931, 
and the United States in 1933, and with these events the last 
vestige of the traditional world economy had vanished. The 
final failure of the gold standard was the final failure of market 
economy. It was the last of the four institutions, and its fall 
was the proximate cause of transformation. The more basic 
cause, of course, was the disintegration of the whole system 
of institutions which characterized the nineteenth century. 

Transformation was abrupt. The Russian Five-Year-Plan 
and kolkhozi. the New Deal, the Nazi Revolution, autarchist 
empires, totalitarian dictatorships, new ideologies and eco¬ 
nomic forms—^these characterized the new order. Closely as¬ 
sociated with the transformation were the particular histories 
of the different Western countries. The movement was deeper 
than that of national interests, but national interests sided 
either with or against the transformation. Great Britain, 
France, and the United States adhered to liberal ideas while 
Germany and Russia took advantage of the forces of change. 
These conflicting responses in the absence of a peace system 
led to war, war in which the liberal countries were at a disad¬ 
vantage because of their failure to recognize the new era and 
to rearm ahead of time. While being themselves transformed, 
they did not discern the transformation. The weaker nations, 
either in the name of socialism, (Russia) or in the name of 
fascism (primarily Germany), recognizing the trend, cooper¬ 
ated with it and benefited from it. 

Socialism and fascism were variant forms of transformation; 
both were international movements which brought power to 
certain countries only. Fascism was the countermovement and 
socialism the primary movement, the latter dating from the 
formative days of capitalism. Socialism was mostly a bogey, 
but as such was damaging to the market system which fears 
fear and demands the security of continuity. Since the first 
World War the situation had changed: the market system was 
already failing, and Soviet Russia, although created under 
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unique conditions, represented a functioning socialist state. 
Even so, communism was never a real threat; but disruption 
of market continuity by working class action was. Only in 
Russia was socialism successful, as a result of the anti-Bol¬ 
shevik, Stalinist revolution, but under circumstances inapplic¬ 
able to the West. 

Polanyi gives particular attention to the rise of fascism, the 
other major variant of transformation. Fear of war, fear of 
communism, fear of economic and political paralysis, fear of 
the working class—fear of many sorts lay at the bottom of 
fascist strength. The peasantry, the traditional enemy of the 
working class, rose to power by the force of this fear. As soon 
as the bourgeoisie could dispense with the peasants, especially 
when the state became powerful and even as early as when 
fascist storm troops were formed, the peasantry lost out. Fas¬ 
cism was the eventual victor in many countries. Fascism is 
the revitalization of the economy by the extirpation of democ¬ 
racy in economic and political life, enforced by reeducation 
amounting to a social religion directed at making the individual 
an organismic cell. It was wholly revolutionary in uprooting 
the basic tradition of Western civilization, and hence was de¬ 
generative. It was a solution to the market dilemma which 
threatened death to civilization. As a movement it was uni¬ 
versal in this period as a response to the disintegration of 
market economy. The strength of the movement varied over 
time and place proportionally with the increase in strains in 
the market system. Anti-democratic, anti-capitalistic, anti- 
rationalistic theories were the external signs of the popular 
fascist movement. But power was achieved not by mass support 
but by the connivance of established authority. A ‘‘ fascist 
situation ” made possible a fascist coup d'etat; democratic and 
constitutional forces were psychologically and morally disin¬ 
tegrated and hence in no position to offer effective resistance. 
The objective situation evoked the movement, not vice versa. 
Like capitalism, fascism was not merely economic but was 
rather basically social, affecting every kind of human activity. 



GENERAL EVALUATION AND CONCLUSION 349 

Fascism allied itself with the conservatives and the counter¬ 
revolutionary movement; but the two were independent in 
origin and essential character. The conservatives used the fas¬ 
cists, at the same time depriving them of power. The conserv¬ 
atives sometimes got along without the fascists. Only in Italy 
did the fascists profit from the fact that the conservatives were 
unable to quiet labor. In Germany and Italy the conservatives 
failed to achieve nationalistic aspirations, and thus in another 
way provided a basis for the fascist seizure of power. Thus 
nationalism was a more important ally than counterrevolution, 
but it, too, was an independent movement with which fascism 
formed an alliance of convenience. It was able at times to make 
headway even when anti-nationalist. Dividing the inter- 
bellum world into three periods, Polanyi shows that fascism 
was related to the vicissitudes of the market economy, waxing 
in the first period of market uncertainty, waning in the second 
period of market success and prosperity, waxing again to 
achieve power in the third period after the American stock 
market collapse and the general depression. 

Turning from Polanyl's exposition of the general sweep of 
nineteenth century and interbellum history to our special in¬ 
terest in the United States, we find that Polanyi treats America 
as a sort of enclave in the international system. Polanyi speaks 
of the United States as benefiting from the Commercial Revo¬ 
lution, but not entering into a market economy before 1890. 
The reason for the anomaly was that land, labor, and money 
were '‘free'' (unlimited in supply) in the United States, so 
that it was unnecessary to create the commodity fiction in re¬ 
spect to them, and they required no governmental protection. 
There was no organized market for the three crucial elements 
of industry, no pretense that they were produced for sale, and 
consequently no subjugation of men and society to the market 
pattern. When scarcity appeared, then the market pattern ap¬ 
peared, as well as the protectionist countermovement, and the 
strains typical of Europe manifested themselves. 
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Polanyi also, however, treats America as sharing in some 
aspects of the world-wide market economy. The American 
Constitution had early paralleled the European liberal split 
between economy and politics providing a legal foundation for 
market economy not to be found elsewhere. In the eighteenth 
and nineteenth centuries cheap money was a program of the 
populace in America, which won concessions at the expense of 
economic efficiency. Moreover, America shared in the world¬ 
wide protectionist activity of the second half of the nineteenth 
century, as manifested by her tariff policy, railroad subsidiza¬ 
tion, and trust formation. Even after the United States became 
wholly a part of the market system, she was independent of 
foreign trade and had an excessively strong currency position, 
so that her going off gold was mostly a matter of domestic 
politics as far as she herself was concerned. Nevertheless, her 
going off gold was the signal for the transformation, so she 
was very much part of the international system. Today, the 
United States is the only surviving remnant of liberal capi¬ 
talism. 

A few criticisms might be made of Polanyi’s exposition of 
the six phases. The haute finance theory presented in the last 
chapter, for example, does not seem to square with the theory 
of this chapter that protectionist institutions emerge in the 
period after 1879, which is also the haute finance period. Haute 
finance was treated as the instrumentality of the balance-of- 
power system in the heyday of the market institutional system, 
including the liberal state institution. Protectionism posits a 
protectionist state. The contradiction may be only apparent 
because the two concepts are not discussed together, but a 
question is raised here. A similar question rises in connection 
with imperialism, inasmuch as Polanyi says at one point that 
it is not essential to capitalism nor even characteristic of the 
market system as such, while at another time he says, as do the 
Marxists, that imperialism emerges from the contradictions of 
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capitalism and leads to war. We might also wonder as to the 
causal factors which made the collapse of the market economy 
clear at least to the weaker powers in the 1930's but not clear 
to anyone immediately after the first World War. In view of 
our knowledge of efforts in the present post-war world to re¬ 
construct the international political and economic order, we 
might wonder if the rationale is not similar to Geneva's rather 
than based upon an awareness of transformation. None of this 
is truly a condemnation, but simply points out some un¬ 
answered questions. 

A more serious problem concerns Polanyi’s treatment of 
America. Polanyi does not seem consistently to treat America 
as an exception to the world-wide market economy, nor to 
explain how it could both be and not be an exception, nor to 
explain why the United States is today the one successful sur¬ 
viving capitalist country. Polanyi might be excused on the 
grounds that his central concern is not America, and he treats 
the problem only incidentally; but such a large exception as 
America would deserve more attention. Polanyi's thesis as far 
as developed is not convincing. If the liberal philosophy won 
out as early as the Constitutional Convention, why did it not 
transform the United States as it did Britain? Many of the 
features of a market economy were certainly present in the 
United States: a strong liberal philosophy, early Massachu¬ 
setts factory towns as well as later full industrialism, and the 
countermovement as manifested by labor unions and radical 
parties. There would seem to be an inconsistency in regarding 
America as participating in the protectionist movement of the 
latter half of the nineteenth century, and in this connection a 
minor question is raised by the sense in which trust building 
can be regarded as protectionistic. 

An alternative which does not seem to have occurred to 
Polanyi seems possible in respect to America (and other coun¬ 
tries), an explanation which would necessitate a certain amount 
of revamping of Polanyi's basic evaluation of capitalism. That 
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alternative is that the economy of the United States was in 
some sense a market system without being in Polanyi’s sense 
a market society. That is, the market may have been the domi¬ 
nant economic institution without having subjugated man, 
nature, and society to the laws of its operation. This raised 
the broader question of possible variants of the basic type mar¬ 
ket system. Is not any price economy a market system and 
would not Soviet socialism and German fascism be price econ¬ 
omies? Neither of these has the self-regulating market, but the 
market surely. The market may be shown to play a funda¬ 
mental role in these economies. Thus there would seem to be 
the possibility that these systems are a reform, or a variant 
species, of market system rather than a substitute for it. 
Polanyi admits the continuance of the market into the new era, 
but claims that the market system will be gone. This would 
seem to be begging the question, for all that is gone is the self¬ 
regulating market system. Early America may in some sense 
even be said to have been a self-regulating market system, 
without its having been a liberal market economy of the 
British variety. 

A different classification system from Polanyi’s might treat 
the liberal economy, the American free enterprise economy, 
Sovietism, and fascism, and other national systems, as mere 
species of one modern money-market-machine economy which 
has been in the making since the commercial revolution. The 
social technology of modern economy depends upon the triad 
of money, markets, and machines. Only the system of social 
control varies. The crucial question is the relation of man to 
the machine and market. Fascism and liberal economy abuse 
the individual. Socialism claims to emancipate the individual 
upon the realistic basis of acceptance of society. Perhaps still 
other means of social control can be devised. 

One unsolved problem in Polanyi’s system is the paradoxical 
growth of genuine political and social freedoms in the very 
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era which was so backward in its conception of essential human 
freedom as to accept the market as ruler of society. 

Of special interest is Polanyi’s theory of the history of fas¬ 
cism and the modern socialist movement. Examining socialism 
first, Polanyi’s thesis that socialism in the interbellum period 
had no chance of success seems highly debatable. Recent devel¬ 
opments might also lead to some doubt that the rise of Soviet¬ 
ism as an aberrant form of socialism occurred under conditions 
which made it inapplicable to the West. Above all, Polanyi’s 
evaluation of Stalinism as the first true socialism seems highly 
questionable; certainly it has been questioned vigorously ever 
since the rise of Stalin. Lenin sought socialism, and had to 
confess that he had tried to make the change too quickly, and 
that N.E.P. was a necessary backsliding. Nevertheless, N.E.P. 
kept many socialist elements. Stalin extinguished rather than 
established socialism. An analysis of the kolkhoz does not bear 
out Polanyi’s interpretation. 

My first criticism of Polanyi’s theory of fascism is that it 
is not complete and not systematically presented. It is also to 
be doubted that fascism can dispense with a mass movement, 
though it may be much more than a mass movement. His treat¬ 
ment of the relation of non-conformist theories and art to fas¬ 
cism is also inadequate. But above all, Polanyi fails to provide 
an adequate definition of fascism, and an attempt to supply 
that deficiency was made by pointing out four basic character¬ 
istics of fascism: its origin, source of power, organismic 
ideology, and fuehrer-prinzip system of organization. 

♦ ♦♦*♦** 

The positive criticism is rather fundamental in accepting the 
thesis that the dynamic of the nineteenth century caused the 
collapse of liberal economy and the rise of fascism and other 
new economic forms. The whole book, in a sense, led up to this 
thesis; so the main message of the book is accepted. Our stric¬ 
tures have not affected fundamentals, except perhaps our thesis 
that the liberal institutional system, though accurate as a 
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characterization of nineteenth century Europe, is not the only 
type of market system. We have complained mostly about 
omissions and unsatisfactory minor propositions. Even on the 
issue of America, on which we differed strongly with Polanyi, 
we still accept his basic point that social conditions and eco¬ 
nomic history in the United States were different from the 
European experience. 


7 - 

Chapter VII was concerned with attempting to read between 
the lines to discover what positive program Polanyi offered as 
an alternative to the market society, both at the time of the 
first choosing, when the market pattern was first adopted, and 
again at the present time now that the market pattern has col¬ 
lapsed. He consistently defends ‘^protectionism against eco¬ 
nomic liberalism and decries the market principle, so by 
implication is in favor of some sort of socialism (since we 
know he is not in favor of fascism). Socialism is mentioned 
explicitly as democratic and as a continuation of Christian 
traditions. On the whole, it appears that Polanyi is in the 
socialist camp, and gives his basic allegiance to Robert Owen. 
Yet he seems to have reservations about Owen, for he calls 
him naive. 

There is also a discussion by Polanyi of the problem of free¬ 
dom in an industrial society, from which some of his basic 
attitudes may be gleaned. He starts with an acceptance of in¬ 
dustrialism as a datum that must be dealt with, since it is here 
to stay. The basic problem, really, is to devise a means of 
founding a unified society around the fact of industrialism. 
Two dangers must be averted: the social disintegration attend¬ 
ant upon the market principle, and political unfreedom. Free¬ 
dom and social integrity must be maintained despite the advent 
of industrialism. Polanyi seeks the solution in knowledge of 
man and society. The liberals had false knowledge. In opposi¬ 
tion to them Polanyi asserts the reality of political power as 
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well as economic value. Freedom is impossible in the sense 
of lack of cooperation with these foci of social activity. Both 
the political and the economic freedom of the individualism of 
the economic liberals were illusionary. The search for freedom 
must start with recognition of its limitations. 

Polanyi again in this connection aligns himself with the 
social philosophy of Owen. Owen adhered to the basic value of 
the unity of society. The Old and New Testaments contributed 
two basic facts about the human condition (death and free¬ 
dom), but it was left for Owen to transcend these revelations 
with his discovery that the Christian ideal of freedom was too 
individualistic for an industrial society, and that freedom in 
the modern era can be maintained only by recognizing the 
reality of society. Maturity and true freedom demand acqui¬ 
escence to the power and reality of the entity society. 

True freedom requires discarding the old freedom. Polanyi 
decries the determinism of all who foresee inevitable loss of 
freedom, claiming that the determinism of market society will 
cease to be effective and that it depends upon the form of new 
institutions whether or not we have freedom. 

But the concrete picture we get from Polanyi is still mostly 
negative. The fiction that man, land, and money are com¬ 
modities will cease to be operative, and the social fabric will 
be restored. Nevertheless, wages will continue, land contracts 
also, and even competitive markets. But all these are pre¬ 
sumably to be within the bounds of regulation. International 
order based- upon cooperation, but with internal regulation 
and freedom from outside intervention, will replace the old 
system of sovereignty of great powers and intervention in the 
internal affairs of small powers. We are, in fact, already well 
into the transition to the new institutional structure. But al¬ 
though begun, it is still fraught with perils to freedom, to 
modern civilization, to human life itself. The basic need is a 
philosophy which understands and accepts the reality of society. 
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Attention was focused on the socialist tenets which seem to 
underlie Polanyi's criticism of market society, not only as these 
are explicitly defended by Polanyi himself but as they are 
found in two thinkers on whom he seems to lean—Owen and 
Marx. This necessity to infer from the writings of other writers 
what Polanyi himself believes is, of course, in itself a criticism 
of the lack of an explication by Polanyi. Upon investigating 
Owen, we find that Owen was not generally taken seriously as 
a socialist in his own times although his many individual 
schemes attracted attention. When he was a leader of a social 
movement his own system was very much in the background 
and the movement itself soon collapsed. It is hard to see in 
retrospect that that movement ever had a chance of reconsti¬ 
tuting society. The trade union movement was of independent 
origin and merely formed a temporary alliance with Owenism 
during the period Owenism was untrue to its own philosophy. 
The appeal of Owen must certainly be in his ideas rather than 
his practical endeavors. 

G. D. H. Cole, the guild socialist and biographer of Owen, 
with whom Polanyi seems to be in considerable sympathy, 
bases his own system upon Owen's idea of decentralization. 
Owen’s decentralism, however, did not mean that Owen was 
either democratic or hostile to the state, for on the contrary 
Owen tended toward authoritarian paternalism and also 
favored using the state as the instrumentality to establish his 
system. Moreover, the details of the system proposed as a 
feasible decentralism seem quite untenable: chiefly, it seems 
highly questionable that a community can be agriculturally 
self-sufficient and also be the seat of manufacturing. 

Polanyi seems to hold chiefly with Owen’s gospel, ‘‘ the 
second coming of truth ”. The first coming was the message 
of Jesus, teaching the dignity of human personality, the 
brotherhood of man, and the duty to be charitable. But, accord¬ 
ing to Polanyi, Owen discovered the conditions which make 
the message of Jesus attainable; Owen discovered society. He 
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discovered that man must submit to a certain minimum of de¬ 
mands made by society. Further, he discovered that it is pos¬ 
sible for man to exaggerate the restrictions upon his freedom 
imposed by society, and that the market system grossly ex¬ 
tended the scope of unfreedom. Owen sees the possibility of 
accepting industrialism and the reality of society without 
excessive submission. 

Owen is to be admired for espousing human dignity and 
freedom, but it is hard to concur with Polanyi that he had 
any really adequate scientific comprehension of society or of 
what measures to take to avoid the evils Polanyi deplores. 
Owenism was a simple-minded determinism, a determinism 
which happened to be optimistic as to the fate awaiting man¬ 
kind. Polanyi denies that he is a determinist himself, so we 
seem to encounter a contradiction in his hailing of Owen as 
the prophet. Owen takes the view that human character is 
completely determined by heredity and environment, and he 
directs his reform at improving the social environment and 
education. He assumes that under ideal conditions all men can 
be *'very superior beings However humanitarian and opti¬ 
mistic, an extreme determinism, such as Owen’s, cannot be the 
basis for a free society. 

It is true that Owen employs his deterministic concept to 
make what Polanyi deems a just indictment of the market 
solution to the problem of industrialism. He asks the right 
questions, to be sure, such as: how to incorporate the machine 
without injuring the working class or society in general; what 
can an investigation of human nature reveal; is the barter or 
market principle inherent or necessary? But when finding 
against the market economy and advocating instead ‘‘combin¬ 
ation and unity”, he is far too sanguine about the possibility 
of converting mankind to employing his principle, and in the 
last analysis plans a society altogether utopian in its dispensing 
with the use of force, and at the same time totalitarian in its 
excessive unity. Owenism therefore has four fundamental 
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errors: excessive reliance on agriculture, utopian dismissal of 
the need for force, deterministic reliance upon external condi¬ 
tions to shape the human individual, and stultifying social 
unity—agrarianism, utopianism, determinism, totalitarianism. 

This would seem to be a powerful indictment of Owen, and 
Polanyi would seem to agree in part. Polanyi insists upon the 
need for force, and he regards Owen’s Villages as impractic¬ 
able. Polanyi seems to find the strength of Owen in his social 
criticism rather than in his positive program. But then, where 
is the positive program of Polanyi? And is not Owen’s social 
philosophy a dangerous one even to associate with a program 
of reconstruction? It is not enough merely to have an instinct 
that things are not right and to call for reform; yet this seems 
to be Owen’s basic contribution. Polanyi’s praise of Owen 
seems altogether too strong. Polanyi’s discipleship to the new 
gospel seems misplaced. We cannot accept Owen’s blueprint 
of socialism as an adequate apology, and it is difficult to sup¬ 
pose that Polanyi means for us to. However real society, and 
however malleable, still the individual must find his own 
happiness in a society which leaves him free so to do. 

Turning from Owen to Polanyi’s other great socialist 
mentor, Karl Marx, we encounter some difficulty in establish¬ 
ing the degree of Polanyi’s dependence on Marx. Despite the 
lack of anything approaching a comprehensive analysis of 
Marx or of his relation to him, Polanyi gives us several sub¬ 
stantial hints on his attitudes. Marx failed, though he tried, 
to reintegrate society into the human world. Marx had the 
essential Owenite concept of the totality of society and the 
noneconomic nature of man. Marx was innocent of the ex¬ 
treme labor partisanship of his Marxist followers. Marx was 
likewise innocent of the Marxist dichotomy between material 
and ideal motives, and of the Marxist crude class theory of 
social development. 

Polanyi apparently endorses Marx’s philosophical presup¬ 
positions. Some of Marx’s recent critics tend to bear out 
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Polanyi's interpretation of Marx as anti-determinist, “Owen- 
ite'', and firmly grounded in a sound metaphysics—but only 
in Marx's early period. The ensemble of Marx's position would 
seem to be better represented by his later and best known 
works, and there seems some question as to the justness of 
these recent evaluations even in respect to Marx's early view¬ 
point. Marx is as determinist as Owen and nearly as natural¬ 
istic as Townsend. Neither Owen nor Marx oflFer a human¬ 
istic basis for a socialist reconstruction of society. 

An examination of Polanyi's antecedents leaves us with the 
former judgement that Polanyi has not given us a clear ex¬ 
position or defense of what he believes to have been a feasible 
alternative to capitalism in 1834 and what is a feasible alter¬ 
native today. The possibility remains that even if he has proved 
his point about the death of capitalism, still the new life need 
not be a socialist one to be a good one. 

4c 4c 4c 4^ * 

It might be said in defense of Polanyi that in an analysis of 
the historical dynamic of an epoch it is not necessary that he 
also draw lessons and point out courses of action. This defense 
would perhaps be adequate were it not for Polanyi's basic 
polemical objective, which is to use his analysis tc condemn 
the apologist of an epoch. Condemnation implies freedom of 
choice to do otherwise. We must know what alternative choice 
the condemned liberals really had. And again today, if 
Polanyi is to condemn fascism as an intolerable form of 
the Great Transformation, then we must know the real alter¬ 
natives. 

Polanyi, of course, has a real alternative in mind, but seems 
rather hesitant about presenting it explicitly, clearly, or fully. 
Nevertheless, Polanyi's hypothesis as to the philosophy and 
policy which should prevail in the present conflict of ideologies 
seeking to reconstitute the socio-economico-political structure 
of the contemporary word is a challenging one which demands 
further attention despite the inadequate defense of it by 
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Polanyi himself or by his antecedents, Marx and Owen. 
Polanyi sees a sound social science as the basis for social re¬ 
construction, and he means by a sound social science one which 
asserts the reality and unity of society and recognizes that 
knowledge of society can achieve freedom for man. He believes 
that he has found some of the basic features of such a social 
science in the principle of the essential cohesion of society, and 
the principle of social control as the method of enforcing and 
maintaining cohesion. 

He seems to think this signifies a socialist society, if the 
absence of the automatic market rather than of private prop¬ 
erty be the basic criterion of socialism. As we have repeatedly 
said, Polanyi has not stopped to prove, or even state his case, 
but the thesis remains a fresh approach to socialism and to the 
social crisis in general. The problem of freedom and social 
control seems as unsolved as ever, however. We are perhaps 
clearer on some of the factors involved in the solution, but 
have no genuine approach to a solution. The factors which 
Polanyi stresses are these: the necessity to submit somewhat 
to society; the necessity to come to terms with industry with¬ 
out grovelling before it; and the possibility open to man to 
mold his own institutions so as to provide for freedom while 
at the same time accepting the necessities of social control and 
industrialism. He further insists that the institutional past is 
not of a necessary or permanent nature, and is indeed morbid 
or moribund if not already dead. Many old ideals, motivations, 
concepts of what is necessary, can be discarded along with old 
institutions in favor of the new knowledge. But he does not 
provide us with an organized corpus of new knowledge. Per¬ 
haps in this case a partial truth is better than a lie. 

8 . 

Having organized Polanyi’s main ideas under six headings 
and analyzed them separately, I should now like to examine 
Polanyi’s work as a whole and make some final evaluations. 
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Just as he takes a unitary view in reference to society and 
social science, we should in justice take a unitary view of his 
effort to understand society by means of a unified social science. 
We should take note that precisely this effort on Polanyi^s part 
is a major contribution. The idea of unifying the social sciences 
is, to be sure, a recurrent theme since the time of Comte, and 
has often been reiterated in the twentieth century. But the con¬ 
crete effort to apply this approach in the actual handling of 
social data is relatively rare. Even so, others have preceded 
Polanyi. The distinction which belongs to Polanyi in this con¬ 
nection is threefold: he does not concentrate on one small prob¬ 
lem but takes the whole phenomenon of society and the whole 
history of modern society as his object of analysis; he uses data 
and hypotheses from a great number, not merely a few, of the 
traditional social disciplines—anthropology, sociology, political 
science, history, social philosophy, social psychology, eco¬ 
nomics; and he seeks a unified system of explicative theories 
rather than a limited number of possibly uncoordinated gen¬ 
eralizations. This distinctiveness so sets Polanyi apart that he 
is actually the founder, or at the very least a prophet, or some¬ 
thing truly new. He has shown the outlines of a complete 
nomic system by which man can predict and control the social 
future. 

This concept of knowledge for the sake of control is another 
important contribution of Polanyi's. It certainly is not his dis¬ 
covery; on the contrary, it has characterized major social sci¬ 
entists since the beginning of social science. Such great 
economists as Smith and Marx set out, as does Polanyi, with 
the purpose of convincing men of the rational necessity of 
fundamental changes in social policy. But in recent times there 
have been some indications of a cult of objectivity which treats 
social science as though it were natural science. The immediate 
need of people today is practical guidance in meeting the 
momentous issues of our time; and such guidance should be 
founded not merely upon the wise prudence of experienced 
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practical men, but upon rationally established ends and a 
knowledge of real alternatives. The social philosopher and 
social scientist, of all men, should be best able to supply man¬ 
kind the necessary knowledge upon which to base decisions. 
The difficulty and responsibility of this task is so great that it 
has often been ignored or denied. Polanyi accepts it as central. 

Polanyi stresses that a sound social science is basic to solving 
the problem of freedom in the modern industrial world. He at¬ 
tempts to found that social science and solve that problem. He 
seeks the origins of fascism, the great twentieth century revolu¬ 
tion to overthrow the principle of freedom; and he seeks a real 
alternative to fascism. He traces the roots of fascism to the 
contradictions of the society from which it sprang, the liberal 
capitalism of the nineteenth and early twentieth centuries. He 
shows that in order to escape fascism contemporary man must 
solve the problems which liberal capitalism failed to solve and 
which fascism claimed to solve. 

Polanyi's analysis leads him to the giant twin problem, the 
machine and the market. The market institution is destructive 
because it swallows up the whole of society. Yet the nineteenth 
century established this monstrous institution in order to deal 
with that true novum of the modern age, the machine. The lib¬ 
eral response to industrialism was to subjugate man, nature, 
and the social and economic system to the workings of an in¬ 
terlocking system of markets which operated according to its 
own principles heedless of the human material it debased or 
destroyed in the process. But although this system was estab¬ 
lished with the aid of ancillary institutions and did work, in a 
more basic sense man rebelled against the very system which 
he had set up. Although men were able to establish a system of 
institutions which did function even though basically hostile 
to human interests; nevertheless, the essential nature of society 
as an instrument for the protection of the collective interests of 
man manifested itself in opposition to the market principle. 
Thus the market system, being at bottom anti-social in char- 
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acter, not merely wreaked its own evil effects but also en¬ 
gendered an antithetical movement which ultimately disin¬ 
tegrated the whole social structure, causing great hardship in 
the process. Fascism was one of the several alternative re¬ 
sponses to the collapse of the old system. We still have it in 
our power to choose a more desirable alternative, which 
Polanyi seems to believe is some sort of socialism. 

This central thesis seems to be on the whole just: the char¬ 
acterization of the morphology of an age by its social institu¬ 
tions seems plausible; the inhuman character of a market 
society seems unquestionable; the engineered and non-necessary 
nature of the coming of the market society seems to be fairly 
cogently argued; the existence of the internal conflicts of that 
society seems well established; the collapse of that society in 
most of the world seems obvious; and both fascism and social¬ 
ism appear to gain their strength from their claims of ability 
to deal with the problem of social order in the face of the dis¬ 
rupting power of misdirected industrialism, a problem which 
the market society failed to solve. 

The many animadversions leveled against Polanyi do not 
disturb the foundations or essential structure of his edifice. The 
chief complaint was that Polanyi undertakes so vast a mission 
that he does not rigorously establish the validity of his gen¬ 
eralizations, and leaves many large lacunae in the interstices 
of his grand structure. Moreover, he often exaggerates (in 
spite of the fact that strict accuracy would suffice to make his 
point), is sometimes clearly contradictory, and upon occasion 
is simply mistaken in respect to facts. Rules of scholarship are 
rather consistently unheeded; over-simplification seems to be 
the rule; strategic evaluations, as of Smith, Owen, and Marx, 
seem to be miscalculated; basic philosophy is asseverated 
emphatically, but not defended. He is frequently doctrinaire, 
usually needlessly and sometimes in the face of contrary evi¬ 
dence or hypotheses, and he is subject throughout to numerous 
criticisms on relatively minor points. Despite all these academic 
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sins, however, Polanyi can claim that in the small compass of 
about 300 pages he has roughly charted new directions in eco¬ 
nomic and general social analysis. 

Along the way many important though not strategic propo¬ 
sitions arise which sometimes seem erroneous, and sometimes 
merely inadequately established. Some of these are the follow¬ 
ing: that the self-regulating market system of the nineteenth 
century was the only economy in which the market was k cen¬ 
tral institution; that other complex societies managed without 
exchange and without self-seeking incentives to social behavior; 
that an institutional concept of society and social change im¬ 
plies an anti-evolutionary interpretation; that interventionism 
necessarily means social protectionism; that the false philo¬ 
sophical sub-structure of classical economics began with Town¬ 
send; that the pattern of the four liberal institutions accounts 
for all nineteenth century social, economic and political phe¬ 
nomena; that laws of the market will wither away in the new 
society; that socialism is the best or only alternative to fascism 
today. 

Many matters open to question were slighted in our critique 
because they did not seem highly pertinent. They included such 
major considerations as the meaning and operation of the 
balance-of-power system throughout the ages, and especially 
in the post-1815 era. The balance-of-power system was held by 
Polanyi to have been an essential institution of the market 
society, and it is meaningful for him to have shown that this 
was so. It seemed adequate to the purpose merely to treat the 
self-contradictions of Polanyi’s discussion of this issue without 
attempting a complete analysis, although perhaps as a con¬ 
sequence a vital aspect of the evaluation of Polanyi's work was 
omitted. The issue in question is whether Polanyi can justify 
the unconventional signification he gives to such terms as 
balance-of-power, Holy Alliance, Concert of Europe, and 
whether he can really substantiate his claim that despite the 
constant realignments of the great powers in the nineteenth 
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century and the series of upheavals, new regimes, new political 
ideologies, and new nations which characterize the century 
there was nevertheless one persistent political law at work 
which, in cooperation with the bourgeois peace interest, kept 
the peace almost without interruption throughout the period. 
This type of problem seemed entirely too vast to be in the con¬ 
fines of a work such as this, and not altogether essential to the 
central theme though relevant. 

Also omitted was any explicit discussion of Polanyi’s meta¬ 
physic, since there was too little of it stated expressly—al¬ 
though the feeling is inescapable that the spirit of this meta¬ 
physic undergirds and supports the entire structure. 

A still more important matter was neglected, namely, an 
evaluation of the strength of the case which the present-day 
liberals, the neo-liberals, can make in opposition to Polanyi’s 
indictment. The problem is complicated by the amount of 
shadow-boxing which occurs here, since it is often hard to dis¬ 
cover precisely who it is that Polanyi is fighting, and equally 
hard to be sure that the neo-liberals are in every instance hostile 
to Polanyi’s position. When using the term “neo-liberals ” I 
have in mind a group of writers who, though perhaps in con¬ 
siderable disagreement among themselves, agree on the primacy 
of self-regulation and the free market economy: Wilhelm 
Rdpke,^ Friedrich Hayek,* Ludwig von Mises,® Joseph J. 
Spengler.^ Still another group might or might not be consid¬ 
ered liberals by Polanyi, since they assume the continuation 
of market pricing yet are at the same time frankly interven- 


1 Wilhelm Ropke, Internationale Ordnung; Civitas humana; Die GeselU 
schajtkrisis der Gegenwart. 

2 Friedrich Hayek, Road to Serfdom. 

3 Ludwig von Mises, Planned Chaos. 

4 Joseph J. Spengler, ‘‘The Problem of Order in Economic Affairs,” 
Presidential Address, Southern Economic Association Convention, Novem¬ 
ber 7, 1947, Atlanta, Georgia; published in The Southern Economic 
Journal, vol. XV, No. i (July, 1948), 
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tionist. I have in mind here a host of writers, perhaps best 
represented by J. M. Clark.® Both Polanyi and the neo-liberals 
might agree that this last group is comprised of exponents of 
an unworkable “mixed” economy; yet the neo-liberals gen¬ 
erally admit some intervention and Polanyi admits some mar¬ 
ket pricing. The next step in logical nomic procedure might 
be for these three groups to establish direct communication 
and reach some agreement upon terminology and as to the 
exact points of disagreement. Until that happens, it is rather 
difficult, somewhat too difficult, within the compass of this 
work, to appraise the relative merits of the three positions. 
Perhaps Spengler ® has made the first real move in this direc¬ 
tion by posing the problem in terms of reconciling economic 
freedom (“autonomy”) and economic order (implying some 
coercion), and expressly accepting Polanyi^s theory of the col¬ 
lapse of the four basic institutions of the nineteenth century, 
while denying that autonomy and coercion are incompatible 
and rejecting socialism as totalitarian and impracticable. It 
would be my conjecture that the basic cleavage (aside from the 
totalitarian) will prove to be between the neo-liberal and a 
new-type socialist accepting the market and private or non¬ 
government “ ownership ” but stressing social control of the 
market and the development of a unified community. In a 
sense, both Clark and Polanyi seem already to espouse this 
version of “ socialism ”. 

On the other hand, there are a number of problems which 
Polanyi ignores which might well be investigated but which 
also seem outside the proper bounds of the present study. One 
such problem is the role of the tariff and the nature of inter¬ 
national economic relations under Polanyi’s alternative socio¬ 
economic system. An even larger problem is the role of forces 
in nineteenth century history other than the market dialectic. 

6 J. M. Clark, Social Control of Business, Alternative to Serfdom. 

6 Op. cit. 
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While disclaiming determinism and insisting upon the power 
of man to intervene strategically in controlling the course of 
history, Polanyi nevertheless seems to tend in a deterministic 
direction in so far as he merely substitutes basic social law for 
short-term economic law, leaving man still at the mercy of 
the invincible march of destiny. He leaves unresolved, incident¬ 
ally, the problem of the meaning, power, and scope both of 
economic (market) laws and of his social law of institutional 
dynamics. Other forces at work in any society include the 
ideational—the philosophical and religious movements, the 
tendencies and theories in the various arts, the political and 
social doctrines, the general framework of concepts and values 
which make up the social nous(or social mind)—that in¬ 
tellectual character of an age which sets it apart from other 
ages in the long historical continuity of the human logos ** 
(or intellectual composite of wisdom, knowledge, learning, 
common sense, thought). Polanyi treats of some of the philo¬ 
sophical and social thought of the nineteenth century, but 
tends to treat it as somewhat the consequence of material con¬ 
ditions, more or less after the Marxist fashion. He leaves un¬ 
touched all ideational matters which were not intimately re¬ 
lated to the liberal dogma. Thus he ignores the positivist, 
romantic, classical, realist, idealist, scientific, scientistic, demo¬ 
cratic, nationalistic, and other thought movements of the cen¬ 
tury, and neglects the possibility that social history may have 
been molded at least in part by interaction between institutional 
dynamics and the developing “ social nous 

Having indicated large areas left unexplored both by Polanyi 
and the present critique, we can only return to our basic evalu¬ 
ation that Polanyi's chief contribution is a concept, a concept 
of what a knowledge of society can be. He gives us a synthetic, 
synoptic view of the nature of human society in general and 
of that phase of it lasting from the industrial revolution to 
the present day. The synthesis still needs to be made wholly 
consistent, and the synopsis to be made detailed and complete; 
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but the work has been well started. It might be objected that 
much of Polanyi’s work is not original and it must be granted 
that many of his ideas are not new although sometimes cloaked 
in new terminology. But as we saw in the case of Cooley, 
Polanyi has a way of improving the ideas he works with. 
Above all, however, the originality of synthesis does not re¬ 
quire originality in respect to all the parts. Polanyi frankly 
borrows not merely data but theoretical generalizations from 
all manner of writers. His mission is not to build unaided 
where no one has worked before, but to complete the essential 
structure of an edifice begun in the past and worked upon by 
a host of laborers. Whether his work is sound will be proved 
by whether the edifice withstands the critical testing of the 
strength of each of its units by other scholars seeking a firm 
framework upon which they themselves can build. The prog¬ 
nosis of this critique is optimistic. 
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37, 39, 50, 81, 206, 273, 314 (see 
also Barter-Market economy; 

Householding-Autarchy economy; 
Reciprocity-Symmetry economy; 
Redistribution-Centricity economy) 
Economics, 7, 16, 95,96, 105-107,109- 
III, 122, 133-135, 144, 140, 148, 
150, 154, 161, 165, 213; as dismal 
science, 114^., 119; early pres¬ 
tige of and influence upon In¬ 
dustrial Revolution, 104 ff., 329; 
generic, 36 ff., 96, 206, 317, 318; 
mathematical, 162 

Economists, 7, 9, 16, 95, 96, 104, 
105, 107, iio, 117, 124, 134, 163, 
207; Austrian neo-classical, 237; 
influence of social conditions 
upon, 117 ff., 328, 333 
Economy, embeddedness of in so¬ 
ciety, 24-26, 28, 30, 32, 37, 56, 63, 
81, 84, 89, 123, 125, 133, 164, 332 
Egypt (ancient), 28 
Embeddedness (see Economy, em¬ 
beddedness of in society) 
Empedocles, 136 

Enclosures, 56-38, 63, 64, 66, 78, 82, 
84, 88-90, 93, 172, 286, 320, 327 
EncyclopSdie, 149 
Encyclopedists, 149, 334 
Engels, Friedrich, 308 
Entente Cordiale, 345 
Ethics, 148, 159, 333 (see also Law, 
moral, and Natural law) 

Etiemble, Rene, 8 
Euclid, 137 

Evolution, social, 7, 9, 40, 43, 44, 

317, 364 

Exchange (see Barter; Markets; 
Trade); and Interchange, 42 ff., 
316 

Exploitation, 174, 175, 278 
Export, production for, 20, 31 

Factories, 48, 55. 62, 68, 98, loi, 134, 

325 

Factory legislation, 189, 191, 224, 

338 

Fascism, 15-17, 19, 33. 46, 47, 168, 
199. 214, 234, 252, 254, 255, 265- 
268, 275, 276, 285, 288, 289, 305, 
347-349, 352, 353, 359, 363, 364 
(see also Germany) ; a definition 
of, 282, 353, 362; in democratic 
countries, 261 ; and Great Trans¬ 
formation, 252, 253, 256 ff347 
(see also Germany; Great Trans¬ 
formation ; Italy, and fascism; 
Polanyi's theory of fascism and 


socialism, critique of); and 
Sovietism, as types of market sys¬ 
tem, 2726., 352 (see also Market 
system, types of) ; a theory of, 
279 ff. 

Fascist situation, 259, 348 
Feudalism, 27, 28, 52, ^6, 63, 64, 81, 
82, 175, 195, 197, 198 
Feuerbach, Ludwig Andreas, 3^ 
Fictitious commodities (see Com¬ 
modity fiction; Labor as com¬ 
modity ; Land as commodity; 
Money, commodity) 

Finance (see Haute finance y and Na¬ 
tional finance) 

Firmin, Thomas, 119, 332 
Fisher, Irving, 281 
Five-Year Plans (U.S.S.R.), 248, 
347 

Fourier, Frangois Marie Charles, 

lOI 

Franco, Francisco, 281 

Francqui, Emile, 243 

Free contract, 64, 179, 189, 196, 198, 

294 

Freedom, 8, 9, 34, 49, 61, 62, 98, 99, 
107, 112, 160, 248, 259, 272, 275, 
278-281, 285, 286, 299, 302, 305, 
307, 311, 312, 330, 346, 348, 353. 
355 , 357, 360 (see also Demo¬ 
cracy) ; and Industrialism, 287, 
288 ff., 300, 352, 354, 357, 360, 362; 
Knowledge of through Jesus, 290, 
291, 299, 355. 356 
Free enterprise, 270, 272, 312, 352 
Free trade (see Trade, free) 
Free-will, 8, 142 
French New Deal, 250 
French Revolution, 64, 99, 100, 264 
Frontier (U. S. A.), 263, 264, 269, 
271 

Gain, 19, 21-29, 35 , 40, 41. 43, 45 . 
56, 84, 119, 120, 124-129, 131, 132, 
134. 156, 184, 190, 210, 253, 273, 
278, 314, 316, 317, 324, 333; pro¬ 
duction for, 22, 23, 29 
Galilei, Galileo, 139 
George, Stephen, 258 
Germany, and Nazis, 248, 250-254, 
260, 262, 347, 349; as pivotal in 
emergence of dominance of pro¬ 
tectionism, 227 
Ghost Dance, 175 
Gilbert’s Act, 61, 67, loi 
Glorious Revolution, 100, 146 
God, laws of, 108, 135, 136 
Godwin, William, 100 
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Gold standard, 65, 176, 177, 179, 182, 
187, 200, 203, 204, 220, 222, 226, 

227, 230, 232, 234, 240, 242, 243, 
249, 253, 265, 320, 337-339, 342 
{see also Nineteenth century civil¬ 
ization, institutions of, basic) ; col¬ 
lapse of, 223, 242 ff., 250, 267, 350 
{see also Nineteenth century civil¬ 
ization, collapse of) ; restoration 
of, 235, 236 ff., 267, 345, 346 {see 
also League of Nations, and 
Nineteenth century civilization, 
restoration of in 1920’s) 

Government, 109, 113, 115, 226, 305, 
337; separation of from economy, 

228, 231, 233, 240, 263, 269, 344, 

346, 350; and use of force, 228, 

229, 279. 344 

Great Britain, in era of Great Trans¬ 
formation, 245-248, 250-252, 347 
Great Depression, of 1873-86, 227, 
266; of 1930’s, 247 
Great Transformation, 16, 19, 46, 47, 
216, 223, 234, 267, 277, 284 290, 

293, 315, 323, 328, 336, 344 , 346, 

347, 350, 353, 355, 359; and fas¬ 

cism, 252, 253, 256 ff.; and na¬ 
tional histories, 248 ff., 267, 347; 
national sovereignty in, 294; in 
process, 242 ff.; role of markets 
in, 293, 294; and socialism, 252, 

253 ff.. 

Greek city-state, 29 
Greek thought, 1 35 " 137, 279 
Greenback party, 264 
Grotius, Hugo, 139, 140, 143 
Guild, 20, 31, 56, 314 
Guild socialism, 297, 298, 356 
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Hadley, A. T., 263 
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Hammond, J. L. and Barbara, 78 
Hammurabi, 28 
Hartle.v, David, 113, 331 
Haute finance, 183-185, 187, 218, 232- 
234, 245, 267, 268, 338, 343, 345, 
350 

Hayek, Friedrich, 291, 365 
Hegel, Georg Wilhelm, 217, 309, 310 
Hellenistic thought, 137 
Helvetius, Claude Adrien, 113, 331 
Hildebrand, G. H., Jr., 295 
Hindenburg, von Beneckendorf und 
von, Paul, 236, 258 
Hirst, F. W., 149 
Historical school, German, 161 
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mics, 213 ff., 343 
Hitler, Adolf, 254, 258, 262 
Hobbes, Thomas, 113, 122, 139-141, 
143, 144, 300, 331 . . , 

Holbach, von, Paul Heinrich Diet- 
rich, Baron, 149 
Hollander, Jacob H., 149 
Holy Alliance, i8i-i83» 218, 338, 

341» 364 

Hook, Sidney, 309 
Hoover, Herbert, 237 
Householding, 26, 28, 29, 32, 43, 44, 
51, 52, 81; Householding-Autarchy 
economy, 26, 28 ff., 51, 324 
Hume, David, 113, I 47 » 148, 180, 
33 L 334 

Hundred Years’ Peace, 180-182, 216, 

2i7» 234, 338, 341, 365 
Hunger, 19, 21-25, 29, 41, 45 , 77 , 
108, 114, 117, 124, 189, 190, 273, 
314, 323 

Hungry Forties, 241 
Hutcheson, Francis, 148 
Hylomorphism, 310 

Imperialism, 229-234, 267, 268, 344, 
350 

Incas, 28 
India, 28, 173-175 

Industrial capitalism, 47, 50, 64, 95, 
97, 99, 166, 168, 179, 275, 300, 327, 
336 

Industrial civilization, 49, 50, 55, 
286, 288, 299, 303, 355 
Industrial democracy, 49, 288 
Industrialism, 46 ff., 56, 77, 97, 104, 

118, 240, 270, 284, 285, 287, 298, 
300, 306, 322, 325, 351, 354, 363 
{see also Freedom and industrial¬ 
ism) 

Industrial Revolution, 19, 21, 32, 47, 
48, 50, 57, 58, 65, 68-71, 80, 85 ff., 
89, 93, 94, 97, 102, 104, 106, no, 

119, 134, 181, 191, 192, 197, 208, 
216, 223, 270, 314, 315, 323, 325, 
328, 337, 338, 340, 367; on the 
Continent, 193; cultural interpre¬ 
tation of, 172 ff. 

Industry, 48, 49, 51-55, 64, 70, 319 
Industry-Houses, loi 
Ingram, John Kells, 149 
Institutionalists, 43 
Institutional patterns, 25, 26, 29, 37, 
51, 54, 81, 314,. 319 (see also 
Autarchy; Centricity; Markets; 
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Institutional spheres {sec Nineteenth 
century civilization, institutional 
spheres, interaction of) 
Institutions, 19, 24-27, 29-32, 38, 41- 
43> 45, 47, 48, 50, 86, 88, 96, 98, 
107, 127, 130, 160, 166, 173, 174, 
178, 179, 209, 213, 279, 285, 292, 
306, 314, 318, 328 {see also Nine¬ 
teenth century civilization, institu¬ 
tions of, basic) ; economic (see 
Nineteenth century civilization, 
institutional spheres, interaction 
of) ; international {see Nineteenth 
century civilization, institutional 
spheres, interaction of) ; national 
(Nineteenth century civilization, 
institutional spheres, interaction 
of) ,' political (Nineteenth century 
civilization, institutional spheres, 
interaction of) ; protectionist, 214, 
215, 218, 268 

Interests, class {see Class interest) ; 
general social, 169-171, 195-197, 
215, 236; material, 169, 170, 215, 
336; sectional, 169, 171, 216, 257, 
286, 307, 358 

International economy {see Nine¬ 
teenth century civilization, institu¬ 
tional spheres, interaction of) 
International law, 186 
International politics {see Nine¬ 
teenth century civilization, institu¬ 
tional spheres, interaction of) 
Italy, and fascism, 252, 254, 260-262, 
349 

Japan, in era of Great Transforma¬ 
tion, 252 

Jews, 42, 184, 218, 279, 341, 342 
Jurisprudence, 137, 138 
Jus gentium^ 136 
Justinian, 136 

Kaffir, 173, 174, 209 
Kepler, Johann, 139 
Keynes, John Maynard, 146, 147 
Kingsley, Charles, 174 
Klages, Ludwig, 258, 281 
Kolkhozi {see Collective farms) 
Kouwenhoven, John A., 79 
Kula, 26, 124, 125, 128-132, 333 
Kwakiutl, 24 

Labor, 33. 41, 54-5^, 61-63. 65. 86, 
91, 106, 112, 118, 126, 220, 243, 
323; class, 74, 75, 105, 117, 168, 
170-172, 174, 191, 192, 196, 199, 
240, 241, 254-257, 269, 271, 286, 


298, 303. 322, 339, 348 {see also 
Proletariat) ; code, 60, 62, 320; 
as commodity, 33, 54, 55, 62, 76, 
174, 271, 274, 320, 321, 338 {see 
also Commodity fiction, laboring 
man endangered by) ; enforcement, 
60, 67; exchanges, 100, 297; free, 
263, 269-271, 349; market, 62 ff., 
81, 82, 90-92, 97, 102, 106, 175- 
177, 189, 194, 233, 240, 247, 271, 
293, 320-322, 324, 327, 337, 338; 

notes, 121, 298; theory of value, 
109, III, 112, 116, 153-155, 308, 
33 L 334; under mercantilism, 
60ff.; unions, 179, 198, 212, 220, 
230, 241, 244, 254, 270, 271, 297, 

298, 322, 346, 356 

Labor government, France, 250; 

Great Britain, 243, 244, 269, 346 
Labor parties, 243-245, 254, 346 
Laissez-faire, 31, 33, 34, 36, 106, 108, 

122, 146, 150, 152, 167, 171, 219, 

252, 265, 271, 315, 316, 329, 330, 

334 {see also Economic liberalism, 
and Self-regulating market) ; as 
creed, 176 ff., 337 

Land, 33. 54-56, 62-64, 86, 253, 290; 
as commodity, 33, 54, 55, 62, 174, 
189, 231, 320, 338 {see also Com¬ 
modity fiction, nature endangered 
by); free, 263, 270, 274, 349; 
market, 63, 64, 81, 82, 175, 233, 
247, 286, 293, 320, 324, 327, 338; 
under mercantilism, 55 ff. 

Landed classes {see Classes, landed) 
Lasalle, Ferdinand, lor 
Latin America, as deviant species 
of market system, 272 
Laud, William, Archbishop, 60 
Law {see Diminishing returns, law 
of; God, laws of; International 
law; Law, moral; Law of nations; 
Law, social; Natural law; New 
law of the New Testament; 
Nomics; Nomos; Population, law 
of; Principles; Science; Wages, 
iron law of) 

Law, moral, iii, 147; vs. scientific 
law, 139 ff.; vs. scientific principle, 
135 ff- {see also Natural law) 

Law of nations, 136 
Law, social, 14, 30, 33. 37-39, 45, 
104-107, 109, no, 117, 118, 122, 

123, 134, 135, 138, 156, 159, 160, 
162, 179, 219, 284, 311, 31s, 329- 
331, 333 , 340, 365, 367; as de¬ 
veloped by John Locke, 143 ff. 
(see also Natural law) ; induced 
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from anthropological data^ 204 ff., 
340, 342; Polanyi’s two types of, 
204 205 

Lawrence, D. H., 258 
Lawson, Thomas, 100, 329 
League of Nations, 234 ff., 237, 243, 
245, 247, 248, 252, 268, 345, 351 
(see also Gold standard, restor¬ 
ation of) 

Lenin, Nikolai, 236, 237, 277, 279, 
353 

Leonardo (see Vinci, da, Leonardo) 
Liberal conspiracy (see Conspiracy, 
liberal) 

Liberal institutions (see Nineteenth 
century civilization, institutions of, 
basic) 

Liberalism, economic (see Economic 
liberalism) ; philosophical and 
political (see Democracy, and 
Freedom) 

Liberal movement, 176 ff. (see also 
Economic liberalism, and Laissez- 
faire, as creed) 

Liberal state, 179, 186, 198, 230, 248, 
268, 338, 344 (see also Constitu¬ 
tionalism) 

Livery company, 84 
Locke, John, 100, loi, 112, 119, 120, 
I35» I39» I 50 » 160, 163, 240, 276, 
332, 334, 346; influence of on 
Adam Smith, 145 ff., 333; labor 
theory of value, iii, 154, 155; 
lines of development from to 
Smith, 147 ff.; and natural rights, 
III, 331; philosophical predis¬ 
positions of in relation to social 
science and economics, 143 ff., 157 
Logos, 367 
Lombards, 42 
Long, Huey, 261 
Luddites, 97 

Macaulay, Thomas Babington, 
Baron, 240, 241 
McFadden, Charles J., 309 
M'Farlane, John, 103 
Macmurray, John, 308, 309 
Machinery, modern, 46-55, 71, 84, 
86-89, 94, 97-100, 107, 109, 275, 
299, 303, 304, 319, 320, 325, 331, 
352, 357, 362 

Machine society, 48-50, 288, 323 
Maciver, Robert M., 13 
Mack worth, Humphrey, Sir, 119,132 
Mackworth’s Bill, 119 
Malinowski, Bronislav, 19, 27, 125, 
126, 129-133, 333; and function¬ 


alism, 130 

Malthus, Thomas, 69, 100, 104, 105, 
109-111,114-116, 118, 119,134, 138, 
156, 331, 332 

Man, 46, 49, 55, 62, 63. 74 , 77 , 86, 
97-99, 104, 107, III, 1 14, 115, 125, 
130, 141, 144, 159, 160, 163, 164, 

167, 189, 194, 195, 211, 27s, 276, 

280, 285, 317, 334, 336, 367 {see 

also Commodity fiction, laboring 
man endangered by, and Labor) ; 
changelessness of, 22, 314; eco¬ 

nomic, 26, 34, 123, 124, 333; na¬ 
ture of, 7, 8, 21-25, 40, 99, 115, 116, 
122-124 135, 138, 147, 162, 164 

165, 170, 205, 209, 257, 276. 279, 

284, 287, 289, 290, 292, 296, 300- 

303, 305, 307, 308, 310, 311, 314, 

318, 321, 323, 328, 330-333, 340, 
352, 354, 357, 362 (see also Eco¬ 
nomic motives) 

Manchester, 176 
Mandeville, Bernard, 100, 102 
Marginal analysis, 162 
Market capitalism, 18, 19, 50, 83, 85, 
88, 89, 95, 280, 324 325 
Market economy, 16, 18, 19, 30, 31, 
33 , 35 , 36, 43-48, 51, 54-56, 69, 70, 
80-86, 88-93, 95, 97, 99, 102, 104 
106, 107, 109, 115, 117, 118, 133, 
166,168,172,174, 178,179, 188,195, 
198, 199, 240, 247, 253, 254 256, 

257, 262, 269, 270, 272, 273, 274 

286, 287, 291, 292, 294, 315, 317* 

320, 323-326, 328, 329, 331, 332, 

335 , 337 , 338, 352 (see also Nine¬ 
teenth century civilization) ; col¬ 
lapse of (see Nineteenth century 
civilization, collapse of) ; defin¬ 
ition of, 54-55; distinguished from 
maiket society and market system, 
81 ff. (see also U. S. A., and in¬ 
adequate distinction between mar¬ 
ket system and market society) ; 
transition to, 85 ff. 

Market movement (see Markets, ex¬ 
pansion of) 

Market psychology (see Economic 
motives) 

Market society, 7, 16, 30, 33, 46, 50, 
SI, 66, 72, 81, 83, 8s, 88, 93, IIS, 

I 2 S, is6, 164, 176, 198, 204, 20s, 

212, 218, 233, 238, 2S9. 263, 270, 

284, 292, 294, 314, 31S, 318, 319, 

324-327, 331, 35 S, 363, 364: dis¬ 
tinguished from market economy 
and market system, 8i ff. (see also 
U. S. A., and inadequate distinc- 
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tion between market system and 
market society) 

Market system, 19, 33» 54-56, 63, 
81-83, 85, 97, 102, 105, 107, 115, 
120, 163, 166, 167, 172, 176, 193, 

194, 197, 199, 204, 210, 212, 214, 

223, 231, 240, 254, 258, 261, 262, 

267, 289, 291, 293, 305, 314, 320, 

323, 324, 328, 330, 337 , 342, 347 , 

354, 362; distinguished from mar¬ 
ket economy and market society, 
81 ff., 324 (see also U. S. A., and 
inadequate distinction between 
market system and market so¬ 
ciety) ; types of, 272 ff., 324, 354 
(see also Fascism, and Sovietism) 

Markets, 20-22, 25, 26, 29-32, 35, 
41-45, 48, so, 51, 55 , 64, 117 , 124, 
125, 168, 171, 209, 213, 275, 294, 
316; expansion of, 20, 30-32, 43, 
44, 48, 50-52, 66, 70, 77, 81, 83, 87, 
95, 96, 98, 103, 118, 166, 167, 171, 
177, 188, 195, 204, 223, 231, 315, 

317, 325, 336, 337, 362 (see also 

Double movement; Dynamics; 
Laissez-faire, as creed) ; external, 

20, 21, 31; foreign or long-dis¬ 
tance, 20, 21, 31; internal or na¬ 
tional, 19-21, 30-32, 5t, 81, 314, 
317; local or neighborhood, 20, 

21, 31; self-regulating (see Self¬ 
regulating market) ; types of, 

19 ff-, 314 

Marshall, Alfred, 149 
Marx, Karl, 7, 14, 15, 39, 40, 79, 
80, 96, 100, loi, 109, 146, 148, 
163, 191, 207, 216, 217, 220, 278, 

284, 296, 306, 318, 328, 336, 341, 

361, 363, 367; as socialist pre¬ 
decessor of Polanyi, 307 ff., 356, 
358-360 

Marxists, 168, 169, 215, 217, 219, 
255, 268, 270, 286, 300, 307, 350, 
358 

Mead, Margaret, 174 
Mechanism, 7, 22, 135, 139, 141, 152, 
153, 161, 162, 215, 221, 310, 332 
Medieval thought, 137, 138 
Melanesians, 27, 124, 130 
Mercantilism, 24, 44, 48, 77, 86, 88, 
89, 93-96, 146, 151, 156, 195, 202, 
220, 221, 314 317, 319, 320, 323, 

324, 327 (see also Commercial 
Revolution) ; industry under, 50- 
55; labor and land under, 55 ff 
195; market expansion under, 
80 ff., 87; market regulation un¬ 
der, 19, 21, 30-32, 44, 50-52 


Merchant, 48, 50-55, 84, 86, 319, 320 
Merlau-Ponty, Maurice, 308, 309 
Middle Ages, 20, 24, 30, 42, 52, 137, 
138 

Middle classes, 167, 168, 170, 192, 
193, 217, 239, 254, 257, 323, 338 
(see also Classes) 

Mill, James, 104 

Mill, John Stuart, 100, 146, 148 

Mises, von, Ludwig, 224, 241, 365 

Mixed economy, 366 

Models, economic, 161 

Monasteries, 24, 42 

Money, 27, 31-33, 54. 56, 62, 63, 65, 

102 , I2I, 123, 146, 188, 220 -222, 

238, 239, 241-244, 275, 293, 320 
(see also Gold standard, and Haute 
finance) ; commodity, 65, 176, 189, 
199, 200, 202, 203, 221, 233, 274, 
337-339 (see also Commodity 
fiction, productive organization 
endangered by) ; and democracy, 
241, 263, 346; free supply of, 263, 
264, 269, 270, 349, 350; managed, 
246, 250; mobility of, 226, 227; 
token, 201, 202, 204, 214, 223-228, 

266, 339, 342, 344. 

Money-market-machine economy, 
275, 276, 352 

Monopoly, 31, 32, 51, 54, 233, 315 
Montesquieu, de la Brede et de, 
Charles de Secondat, Baron, 148, 
149. 334 

Morgan, John Pierpont, 235, 236, 
245i 345 

Motivation (see Economic motives) 
Mussolini, Benito, 237, 254, 258, 262, 
281 

Napoleonic Wars, 65, 320 
National finance, 184, 185, 338 
National histories (see Great trans¬ 
formation, and national histories) 
Nationalism, 259-261, 267, 282, 283, 
349 

Nation-state, 21, 31, 32, 89, 219, 
315, 320 (see also Great Trans¬ 
formation, and national histories) ; 
liberal (see Liberal state) ; pro¬ 
tectionist, 214, 223-227, 266, 268, 
344, 350 

Naturalism, 99, 108, 115, 150, 284, 
330, 334 (see also “ Biological- 
ism ”) 

Natural law, 107, 109, 113, 115, 117, 
122, 157, 159, 164, 165, 330-334 
(see also Nomics, and Nomos) ; 
history of in relation to ethics, 
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jurisprudence, science, social 
science, and economics, 133 flf., 333 
(see also Nomics, and economics, 
and Science) 

Natural right, 140, 33 i (see 

also Natural law, and Law, 
moral) 

Nature, 55, 86, 111-115,122, 135,138, 
141, 142, 157, 167,. 336, 352. 362 
(see also Commodity fiction, na¬ 
ture endangered by, and Land) ; 
divisions of and relation to nomics, 

158 

Nazi movement (see Germany, and 
Nazi movement) 

Neo-liberals, 365, 366 
Neo-mercantilism, 35, 222 
New Deal, 248, 252, 263, 295, 347 
New Economic Policy (U.S.S.R.)# 


277, 353 

New Harmony, 297 
New Guinea, 124, 129 
New Lanark, loi, 297, 302 
New law of the New Testament, 138 
New Poor Law (see Poor Law Re¬ 
form Act of 1834) 

Newton, Isaac, Sir, 135, I37-I39» 
144 145 

Nineteenth century civilization, 15, 
16, 45. 47, 94, too, 117, 123, 229, 
241, 285, 307, 314, 336. 337 (see 
also Market economy, and Market 
society) ; collapse of, 47, 189, 223, 
242 ff., 258, 268, 269, 276, 279, 280, 
315, 336, 343 , 344 , 346, 35353 , 
363 (see also Gold standard, col¬ 
lapse of) ; conflicts within (see 
Double movement) ; cultural inter¬ 
pretation of, 166 ff., 336, 341, 343; 
dynamic, critique of, 266 ff., 341; 
institutional spheres, interaction 
of, 229 ff., 267, 344; institutions 
of, basic, 179 ff., 217-219, 223, 227, 
229, 236, 243, 245, 247, 268, 272, 
338, 364, 366; liberal vs. protec¬ 
tionist institutions, 213-216; mal¬ 
functioning of, 233 ff.; reconstruc¬ 
tion of in 1920's, 234 ff., 267, 344, 
345, 351; strains in, 168, 223 ff., 
239, 240, 243, 244, 266, 269, 344, 
345; and U. S, A. (see U. S. A.) 
Nineteenth century consciousness, 
117 

Nomics, 7, 165, 205, 334, 361, 366 
(see also Natural law; Nomos; 
Philosophy; Philosophy of social 
science; Social science; Science); 
divisions of, 157, 164, 334 (see also 
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Nomos, 135 
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Old Bolsheviks, 255, 277 
Order, 8, 9, 34, 108, 157, 159, 3^9 
Organismic fallacy, 7, 44, i6i, 209, 
282, 353 

Ortes, Giammarie, 103 
Outdoor relief, 61, 66, 67, 76 
Owen, Robert, 25, 97 ff., 100, loi, 
109, no, 119, 163, 207, 276, 284, 
285, 287, 290, 291, 308, 311, 312, 
328, 329, 331, 332, 354,.355, 359, 
363 (see also Cooperativism; New 
Harmony ; New Lanark ; Owenite 
movement; Owen’s Plan; Utopian 
socialists; Villages of Union) ; 
as socialist predecessor of Polanyi, 
295 ff-, 356-358, 360 
Owenite movement, 98, 99, 191, 192, 
220,^ 285. 297, 338, 356 
Owen’s Plan, 297 
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Papuo-Melanesians (see Melanes¬ 
ians) 

Parliamentary Reform Bill of 1832, 
75, 76, 240 

Paternalism, 60, 66, 67, 106, 356 
Pauperism, 57, 66-71, 74, 87, 88, 97, 
99, 105, no, 115, 118-122, 156, 287, 
321, 322, 329; first appearance of 
in England, 69; and prosperity, 
99 ff., 104, 109, 117 
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Peace interest, 181-187, 198, 218- 
232, 233, 344, 365 

Peasantry, 193, 195, 196, 198, 199, 
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